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A Banker’s Diary 


In retrospect, it appears something of a paradox that the most courageous 
and deliberately anti-inflationary Budget of recent times should have had its 
main impact upon the gilt-edged market, which in the ensuing 

Gilt-edged ten days suffered its sharpest decline for some time. It is 
and the true that at the outset there were also appreciable—and 

Budget generally opposite—repercussiovs upon industrials. As Budget 

day approached, there had been a growing confidence that the 
Chancellor would refrain from imposing either any formal limitation of divi- 
dends or further taxation of profits. But despite the notable rise in equity 
values which had accompanied these hopes, their realization prompted a 
further advance. It was left to the gilt-edged market to absorb the shock of 
the new investment levy. The response there was immediate, being based 
on the not irrational assumption that those who must sell securities to finance 
their levy obligations are likely to realize first those stocks which offer the 
lowest yield. But the gilt-edged weakness resulting from such reasoned 
assumptions was small beside that provoked, a few days later, by Mr. Dalton’s 
talk of the need for a “ real”’ capital levy. 

This wave of malaise, of course, caught the market in a vulnerable condi- 
tion, and the new nationalization stocks suffered severely. The 3 per cent. 
Electricity Stock, 1968-73, warranted by the Treasury to be worth par when 
it was launched at the beginning of the month, dropped at one time to only 
96}, while the ill-fated “‘ Daltons ”’ (24 per cert. Treasury stock, 1975) momen- 
tarily fell below 75—a new low level. Sir Stafford Cripps’s subsequent re- 
assurances—and perhaps a little official support—have since produced a fair 
recovery, but prices at the moment of writing are still well below pre-budget 
levels. It seems evident that investors have yet to understand the implications 
for gilt-edged of anti-inflationary budgeting. These aspects of the Budget 
—discussed in our opening article this month—might in the long run far out- 
weigh the effects of the special levy, despite the undercurrent of malaise. 





THE Chancellor of the Exchequer announced last month that monthly figures 
of gross gold sales would no longer be issued by the Treasury and that quarterly 
statements, to be made “ after a reasonable interval ’’, would 

Quarter’s take their place. Sir Stafford Cripps justified the change by 

Gold arguing that sales in one month are apt to give a somewhat 

Drain distorted picture of the situation and that this would be particu- 

larly true of the next few months while E.R.P. was coming 

into operation. Before the war, it will be recalled, figures of the gold reserve 

of the Exchange Equalization Account used to be published half-yearly, after 
a three-months’ lag. 

The figures for the first quarter of 1948 showed that over this period the 
central gold and dollar reserve rose from {£512 millions to £552 millions. This 
was the product of two contrary movements. The first was a loss of £147 
millions required to meet the current deficit on the balance of payments of 
the sterling area including the United Kingdom—a somewhat smaller drain 
than the three monthly returns had implied. In the opposite direction were 
a number of special transactions, namely, the £80 millions gold loan from 
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South Africa, the withdrawal of the last £74 millions from the US. credit, 
drafts of {11 millions from the Canadian credit, the purchase of £15 millions 
of dollars from the International Monetary Fund by Britain, and a similar 
purchase of {7 millions by India. 

The American loan is now exhausted, the balance of the Canadian loan is 
immobilized, and the I.M.F. itself has virtually ruled out further aid, from that 
source, for Marshall beneficiaries. The recovery in the gold reserve as such 
during the first quarter of the year is therefore no guide to the future trend. 
From gold and dollar reserves as a whole, the outflow to meet the current 
deficit in the balance of payments was at a greater rate than the figure of 
£222 millions which the Economic Survey envisaged for the first half of the 
year. It is known that the quarter’s drain was partly due to some exceptional 
withdrawals which should not recur. In particular, Egypt is understood to 
have withdrawn in a single sum the whole of its 1948 hard currency quota. 
The heavy losses of gold to Belgium are also unlikely to persist. On the other 
hand, the loss of dollars and gold to Canada in the next few weeks is likely to 
be greater than was expected. Beyond that, however, there is the relief of 
Marshall aid on which it is now possible to count with confidence. Why, in 
the circumstances, the authorities should have resorted to this new obscuran- 
tism, it is difficult to understand. If any particular monthly statement had 
seemed likely to give a distorted impression, any risk of this could readily 
have been obviated by supplementary explanations through the familiar 
channels. As it is, the City has the impression—false though it may be—that 
the authorities have something to hide. 


DISTURBING evidence of the difficulty of Canada’s balance of payments with 
the United States, and especially of the extremities of “‘ hand-to-mouth ” 
living to which Britain has been pushed by the exhaustion of 

Payments her reserves, was provided by the fact that the payments 

to arrangements between Canada and Britain which expired on 

Canada == March 30 could be extended for only fourteen days. These 

arrangements for the first quarter of the year provided that the 
net British deficit of about $145 millions in payments to Canada should be met 
as to $100 millions in U.S. dollars and $45 millions by drawing on the Canadian 
credit. The short-term e extension covering the first half of last month allowed 
Britain a further draft on the Canadian cre sdit at a rate slightly higher than that 
indicated by the previous quarterly arrangement. With the expiration of these 
fourteen days, however, it was decided that no further drafts on the Canadian 
credit could be allowed and that the balance remaining in it, namely, $235 
millions, should be temporarily frozen. 

Until further notice, therefore, the whole of the British deficit to Canada 
has to be paid for in U.S. dollars. It is the hope of both Governments that 
before long a large part of this deficit can be met by the Marshall dollars to 
be made available for Britain’s “ off-shore ’’ purchases. The two Govern- 
ments have in fact approached the Economic Co-operation Administrator with 
a request that he should take over the food import contracts between Britain 
and Canada. The answer to this request is taking longer to frame than had 
been expected, and this explains the difficult hiatus during which Britain is 
dipping more deeply into its gold and dollar reserves on Canadian account 
than was envisaged when the Canadian contracts were signed last year. 
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A BANKER’S DIARY 71 
FURTHER hints of restrictions upon capital movements within the sterling 
area have appeared during the past month. Capital payments to South 
Africa by residents—as distinct from the non-resident switching 
Capital discussed below—are still governed by the regulations of the 
Movements Reserve Bank of South Africa described in the April issue of 
in Sterling Tur BANKER, and there is no indication that the wide loop- 
Area holes that remained have been closed. On the contrary, there 
has been some offering of South African gilt-edged securities 
in the London market as an immediate response to the ban on direct transfers 
of deposits from British to South African banks. The restriction on the 
capital an emigrant may take with him to South Africa is £10,000, but the 
permission of the Reserve Bank for the transfer of larger amounts is rez idily 
given to bona fide emigrants. There have been reports from Australia that 
the authorities in that country are also becoming worried about the amount 
of British capital flowing in their direction. No measures have been taken to 
arrest the movement, though would-be transferors are usually reminded by 
Australian banks that there is an exchange control in the Commonwealth 
which may prevent the repatriation of their money. That warning has more 
often than not proved sufficient to discourage the transfer of purely refugee 
capital, which Australia naturally does not want. Meanwhile, emigrants from 
the United Kingdom to any non-sterling country have recently had their 
quota of tri :nsferable capital reduced from £5,000 to {1,000. The smaller 
sum, like the larger, will be transferable in four yearly instalments. 


THE Bank of England caused rather a furore last month by intimating to the 
Stock Exchange that permission would no longer be granted for sales of 
securities on behalf of non-residents if the purpose was to 
Foreign reinvest the proceeds in South African securities. Ip the past 
Investment year or so, buying of such securities, chiefly Kaffirs, by non- 
in residents has been on a considerable scale. The most active 
South Africa buyers have been American and Swiss, and at least one unit 
trust was formed in the Cape under the auspices of a leading 
Swiss bank. The South African securities have nearly always been bought 
(under the so-called switch licence procedure) with the proceeds of sales of 
other sterling securities held for non-resident account. The switch licence 
(Form L) requires the approval of the Bank of England in all cases. As this 
had almost invariably been given, the market had developed the practice of 
dealing first and seeking permission afterwards. The first and unambiguous 
result of the Bank’s notice was to serve a warning on the market that hence- 
forth no switching transaction could take place until the Form L had been 
officially approved. What further consequences the notice might have is still 
not clear, and the uncertainties have not been dispelled by the Bank’s rather 
enigmatic statement of policy. With a reticence in striking contrast to their 
previous record on such matters, the authorities have been reluctant to go 
beyond the formula that “‘ each application will be treated on its merits ”’ 
So far, this has been taken to mean that non-residents may no longer exchange 
a purely sterling security such as War Loan or Funding 4 per cent. Loan intc 
South African securities of any kind. Non-residents’ holdings of South Africar 
securities may, however, be switched against other South African stocks. 
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This restriction on non-resident dealings in South African securities is 
clearly part and parcel of a general tightening of the control over the move- 
ment of funds to the Union. From the British point of view, an exchange 
by non-residents from sterling to South African shares might well involve a 
net loss of exchange if it meant that Britain was giving up South African stock 
yielding more than the sterling stock it acquired. The South Africans may 
also look with disfavour on an increase in foreign investment in their country 
which was not accompanied by an accrual of foreign exchange to the Union, 
since the interest and dividends on foreign-held securities acquired throug 

these switching operations is a burden which South Africa, and not the United 
Kingdom or the central dollar pool, must bear. 

















FRANCE’S dollar famine is now almost equalled by its sterling shortage. The 
French sterling balances built up after the liberation by British military 
expenditure and by the vesting of private holdings of sterling 

France’s securities are now on the point of exhaustion. |Last October 

Sterling the amount in the till still totalled {60 millions ; by the end of 

Needs == March it had fallen to {21 millions. With the balance of 
current payments between France and the sterling area running 
at a deficit to France of some {90 millions a year, the end of these resources 
is now in sight. In fact, if account is taken of France’s forward sterling com- 
mitments, exhaustion has already occurred. The Anglo-French economic 
committee has met recently to discuss this problem and plans have been 
devised for a better balance of payments between the two currency areas. 
The deficit is largely the product of French purchases from sterling countries 
other than Britain—notably for wool from Australia and rubber and non- 
ferrous metals from Malaya and Africa. The new plans envisage a curtailment 
of these expanded purchases from the sterling area and efforts to increase 
French exports. But these efforts, even combined with the reopening of France 
to British tourists, are hardly likely to close the sterling gap. For the present, 
however, decision has been postponed upon the French Government’s request 
for a sterling credit. Meanwhile, another private credit, small in relation to 
France’s total needs but significant in itself, has been arranged—by Hambros 
Bank and Lazard Bros., which have granted {1 million to the Société Métal- 
lurgique de Normandie. 

The problem of French payments to Britain is part of a wider set of diffi- 
culties, since the French deficit with Britain is matched by almost comparable 
deficits with Belgium, Italy and other European countries. These wider 
problems are being discussed by the Finance Ministers of the Benelux coun- 
tries, France and Britain at a conference in Brussels. The chronic deficit of 
France’s current balance of payments does not yet appear to have gained 
any relief from the recent devaluation of the franc. This is partly because 
prices have tended to catch up with this devaluation. Another explanation 
is that the removal of controls in France has been followed by wholesale 
evasion of the few that remain, including the requirement that proceeds of 
export trade must be repatriated to France. In view of the differential rates 
now prevailing in the Paris foreign exchange market, there is so much arbitrage 
“shunting ”’ of commodities over which the authorities have only very imper- 
fect control that the advantages of the devaluation are being largely lost. 
Profits are being made, but are being “ salted away ”’ by private individuals 
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and are not fortifying the central reserves of foreign exchange. In fact, the 
sequel to the French devaluation to date tends to justify all the doubts and 
fears that were entertained on this subject in Britain. 


THE clearing bank figures for March were dominated by the £150 millions 
disbursement of the Argentine Rail moneys to the vendor companies, but the 
unprecedented movement which this produced in bank deposits 

Deposits | was—for the time being—of technical rather than real signifi- 


and cance. Total deposits rose by £153 millions, the largest 
Argentine monthly increase yet shown, except for one occasion at end- 
Rails 1946. But although the steep seasonal decline in deposits 


has beer thus sharply reversed, raising the total to the new 
high level of £5,794 millions, the additional money has not gone into general 
circulation ; and the most interesting aspect of the movement lies in the 
technical means by which its credit repercussions were neutralized. 

The pay-out to the railway companies synchronized with the repayment 
of the £300 millions of 3 per cent. Conversion Loan called for redemption on 
March 1. By that date more than half the maturing bonds had already passed 
into official hands, so that the effective net release of funds on this account 
alone could have been readily absorbed by the seasonal inflow of revenue to 
the Exchequer and by normal techniques of credit control. The Argentine 
moneys, however, presented an entirely different problem, because the pay- 
ments were concentrated upon only four banks, and one of the smallest banks 
—Glyn Mills and Company—received almost half. Ordinarily so odd a distri- 
bution of funds would have been quickly corrected, but in this case the mal- 
distribution was bound to remain for some months—until the railway companies 
are able to pay over the funds to their stockholders. Moreover, the fact that 
so large a part of the money went to a small bank made it impracticable for 
the authorities to mop up the surplus (and, incidentally, to finance themselves, 
since the moneys were largely found by the Ministry of Food’s advance payment 
to Argentina under the meat contract) by normal recourse to Treasury deposit 
receipts. 


March, Change on 
1948 Month Year 
£m. £m. £m. 

Deposits — re as 5794-3 + 152.5 + 238.3 
Net Deposits * i oa 5609.6 + 149.3 + 227.9 

o/s 

/o3 
Cash ee a de ig 472.4 (8.15) + 7.8 + 6.6 
Money Market Assets sa se 1271.9 (22.0) + 117.1 + 78.2 
Call Money .. ~~ 7 467.5 ( 8.1) + 25.4 + 23.5 
Bills .. Ao Ba se 804.4 (13.9) + 91.6 + 54-7 
Treasury Deposit Receipts oa 1153-0 (20.0) ~ 4.0 — 163.5 
Investments plus Advances -. 2785.4 (48.1) + 27.5 + 308.6 
Investments .. si ea 1486.2 (25.7) + 0.9 + 31.3 
Advances ‘i ‘ oe 1299.2 (22.4) + 26.7 + 277.2 


* After deducting items in course of collection. § Ratios of assets to published deposits. 


The Bank of England, however, rose to the occasion, and arranged before- 
hand with the banks concerned to release tap Treasury bills simultaneously 
with the disbursements. This explains why the main counterpart of the 
increase in deposits is to be found in bill portfolios. Thanks to these measures 
and to other smoothing devices, the glut of credit in the short loan market 
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was dried up within a few days. The effects upon Glyn’s balance sheet were 
dramatic : deposits were more than doubled, rising by £72 millions to £135 
millions, while the bill portfolio rose from a mere {1.6 millions to nearly £48 
millions and call money from £13 millions to £28 millions. 

When the disbursement of ‘the ‘se funds to stockholders restores the normal 
distribution among the banks, the special bill issues will be redeemed or re- 
purchased by the authorities, ard then will presumably be replaced by T.D.R.s 
in the normal way. Eventvally, as re-investment by stockholders is com- 
pleted, part of this urusual expansion in deposits will be extinguished, either 












by repayments of bank advances or as a result of releases of marketable 
securities by the “ departments’, thus enabling the Government to reduce 
its own indebtedness to the banking system. 














Many harbingers of the coming currency reform in Germany have recently 
made their appearance. Perhaps the most significant is the edict that has 
gone forth from the Russian occupation authorities that the 

Banking reform of the currency in their zones must be completed within 

; in two months. This is another sign of the breakdown of quadri- 

Germany partite government for Germany. The Russian initiative will 

surely hasten the materialization of the plans which the three 
Western occupying powers are known to have been preparing for their own 
zones over a long period. Evidence that these plans are being effectively 
synchronized is a PI yparent in the decision of the French authorities to allow the 
central banking organization in their own zone to be merged with that of the 
Anglo-American zone. This means that the semblance of a unified monetary 
regime for “trizonia”’ is now taking shape. 

In the currency sphere the great exchange of notes is now under prepara- 
tion. This is the most urgent of all tasks, for the paper currency now circulating 
i Germany commands no confidence and this, in its turn, throttles every 
effort made to get normal trade moving again. Barter is still the order of the 
day and until it is displaced by the introduction of a currency that commands 
the respect of the population all hopes of economic regeneration and recon- 
struction must be dé fe red. This particular handicap has been felt especially 
in the attempts that have been made to encourage German export trade. 
Until recently German exporters were paid not only in a currency which no 
one trusts, but at controlled prices based on the 1939 basic lists of quotations. 
The joint Import-Export Agency has remedied one of these defects by deciding 
to give the exporter the mark equivalent of the price his export fetches—at 
the rate of 30 U.S. cents or 1s. 6d. to the mark. This is a high conversion 
factor and though it does not wholly prejudge the ultimate exchange value, 
it must indicate the range of ideas of those who are preparing the currency 
reform. The newcurrency will have to be rigorously controlled to deserve so 
























flattering a value. 

Meanwhile, banks with head offices in any country of the United Nations, 
or any neutral country, may now be authorized to open branches in Germany. 
This move is said to be in preparation for resumption of normal banking 
operations in the financing of exports and imports. The British joint stock 
banks have no immediate plans for opening branches in Germany. American 
banks, however, are said to be straining at the leash to leap into this new field. 
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A Deflationary Budget ? 


HE principle of joining in a single Minister responsibility for all aspects 
Ts the nation’s economic policy has been triumphantly vindicated by the 

budget which Sir Staftord Cripps presented last month. There were 
signs earlier in the year that the union of finance and economics, so fortuitously 
made possible by Dr. Dalton’s lapse, was about to be consummated. And 
now the healthy fruits have been eaten forth. 

It is true that this budget has one ugly trace—in the special levy on invest- 
ment income—of the specious and excessively “ political ’”’ habits that have 
marred past pened, It is true, too, that its aims fall short of the objec tive 
discussed in these pages last month, when it was suggested that, in this national 
extremity, financial pressure offered almost the only remaining means of 
bringing home to everyone—whether worker, manager or entrepreneur—the 
urgency of the part he must play in Britain’s re shabilit: ition. Yet the absence 
of such a plan is only mildly disappointing: the political and social obstacles 
in the way of far-reaching measures were too formidable to permit of any high 
hopes. The unpleasant truth is that Britain is not ripe for the crusade that 
may be the only means to its salvation. Sir Stafford Cripps has not dared to 
make a frontal attack upon the national finances, to grapple with the problem 
of mountainous expenditure or to disturb the cost-of-living subsidies which, if 
the public mind were attuned to the hour, might point the way to a radical 
change in policy. 

Yet, by contrast with past budgets, courage and honest accounting are the 
leading characteristics of Sir Stafford’s first budget, and these qualities in 
themselves imply radical change. Twelve months ago, surveying Dr. Dalton’s 
budget, we remarked that “ budget-making, especially in these times, is so 
beset by politics that it would be unrealistic, perhaps, to expect a Chancellor 
to present a budget mainly determined by economic needs’. Our cynicism 
has been answere ~] For the first time, a budget has been delibe rately and 
honestly moulded to fit into the pattern of the nation’s economy as a whole, 
and thereby opens up the prospect of a revolutionary change in technique for 
the future. 

This modern doctrine, advocated by economists for some years, that the 
budget should be, not the traditional instrument of Exchequer financing, but 
the balancing element in the accounts for the nation’s economy as a whole, 
had indeed bee ‘n expounded by other Chancellors. But its only peace-time 
exponent had been Dr. Dalton, whose practice never matched his precepts 
and whose book-keeping was trickily designed to obscure the divergence. Sir 
Stafford Cripps, by the frankness of his own accounting, has perforce revealed 
the extent of this obscurantism. The Financial Statement this year takes the 
first step towards clearing up the extraordinary confusion into which the 
traditional Exchequer Return has been plunged by the abnormalities of war 
and post-war finances. The customary accounts for the old year are accom- 
panied by an alternative classification which cuts through the artificiality of 
the technical distinction between items grouped “ above’ and ‘“‘ below” the 
line, and tries to draw the “ line ’’ honestly between “ revenue ” and “‘ capital ” 
items. Both forms are reproduced on page 76, from which it will be seen that 
the official ‘‘ surplus” of £636 millions for 1947-48 drops to £338 millions if 
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only “‘ revenue ’’ items are included on both sides of the account (despite the 
rather odd inclusion of the £30 millions received from Australia and New 
Zealand in gifts), while the capital account shows a deficiency of £352 millions. 
So far from producing a vast surplus, the operations of the central government 
as a whole thus involved a small deficit. 

Dr. Dalton’s accounting has thus been debunked no less effectively than 
his pretences in the field of policy—the claim that his financial policy was not 
inflationary ; the denials that financial and economic policy were not in 
conflict and that pressures at home were aggravating the external problem ; 
and the recent boast that the monumental surplus of 1947-48 had been a 
powerful brake upon inflation. The budget speech and the Economic Survey 
in effect demolished each of these contentions—though with such tact and 
generosity as the situation permitted (witness the comment that although 
‘the size of the surplus is, to some extent, itself a measure of the inflationary 
situation ’’ it “‘ shows that my predecessor was very wise in the measures that 
he took, even though they may not... have proved sufficient ”’). Sir Stafford 
has no doubt that inflationary pressure has been undermining the system of 
physical controls, promoting black markets, putting heavy strain upon the 
balance of payments, denuding stocks of vital materials, causing short-time 
working in industry, forcing up export costs, and attracting labour and materials 
away from the essential to the inessential sectors of the economy. 

* 


The extent of the menace being once appreciated, the Chancellor had a 
clear duty to bring the weight of budgetary policy to bear in combating it. 
It is to his great credit that he has had the courage to do so, and has not been 
bemused by the siren voices that have cried from all sides for large tax reliefs 
or have contended (in some instances, from responsible quarters) that the 
inflationary pressure has been imperceptibly generating its own corrective, 
so that before long it is deflation which will be the real danger. On the first 
of these themes, the chorus had indeed been stimulated by Sir Stafford himself, 
through his drive for voluntary reductions in prices and voluntary restraint 
upon wage increases. Uninstructed groups of traders, who know all too well 
how indirect taxation raises prices, can hardly be expected to understand that 
cuts in these taxes (which indubitably would reduce prices in the short run) 
are not a way of relieving inflationary pressure. Obtuseness on this issue 
appears the more excusable when even Sir Stafford in effect uses the same 
argument to justify the absence of cuts in the subsidies (which in this context 
may be regarded as “ negative ’’ indirect taxation). 

On the second theme, the siren call was even more dangerous, for the 
argument that deflation is on the way was supported by prominent stories in 
the popular Press about the falling off in consumer demand. If it were really 
true, as the more serious members of this group argued, that official policy 
could not be effectively switched quickly from contractionary to expansionary 
measures, even the bare possibility of any early change in the underlying 
situation might have deterred the boldest Chancellor, however convincing the 
figurings of the official statisticians. But, although this was all too true in 
pre-war days, it is emphatically not true now. If consumer demand were to 
flag excessively, it is hard to believe that it could not be quickly revived by a 
dose of tax relief. But that, in any case, would not be the necessary or desirable 
remedy. A spontaneous decline in consumer demand would provide a heaven- 
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sent opportunity to raise capital outlays—-plant re-equipment and the like— 
beyond the bare and inadequate level whic hi is all that is permitted now. The 
plans for such development are in embarrassing profusion, and if the first in 
the queue were to ja cold feet because consumers had grown diffident, it is 
certain that many more would step forward than could be licensed from the 
available materials and man-power. A recession in overall demand would be 
a boon, not a disaster, for Britain’s rehabilitation. 

Indeed, now that this issue has been ventilated (and Sir Stafford has accor- 
dingly given a promise to switch his policy rapidly if necessary), the danger is 
that the occasion for a switch may be falsely diagnosed. The very process of 
assaulting the existing inflation, the prime object of which is to concentrate 
men and materials upon the vital tasks, is bound to cause some transitional 
unemployment as men and women move out of the least necessary jobs, quite 
apart from the bottleneck unemployment which is expected (as the Sessa 
Survey showe -d) to result from continuing scarcities of key materials. It is 
very important that such transitional and technical frictions as these should 
not be mistaken for the beginning of a slump, especially as the first sign of 
them is now likely to bring reminders to the ¢ hancellor of his promise. If and 
when a change is genuinely suspected, it would be wise to meet it first by a 
more liberal policy in the granting of licences for capital projects—deferring 
any radical change in fiscal policy until the diagnosis is beyond question. 

There was also a third snare which specious argument had set for the 
unwary. Many commentators, including some who normally are particularly 
clear-headed, have been confused about the effects of Marshall aid upon the 
internal finances. It has been contended that since the Government will get 
for nothing goods which it will sell for cash at home, its financial position will 
be correspondingly improved ; that it will gain an uncovenanted surplus which 
will relieve the pressure of domestic infl ition and spare the community from 
a corresponding volume of taxation. Marshall aid, considered strictly by 
itself, will indeed work in this direction; but that does not mean that the 
relief to Britain from external sources will be greater than it was in 1947, or 
even than it is now. Any net inflow of goods and services from abroad—that 
is, any net deficit on the balance of payments as a whole—relieves the pressure 
of domestic inflation. The relief depends simply upon the fact that a net 
inflow takes place, and is quite independent of the means by which it is pro- 
vided or financed—whether by gifts, loans, sale of assets (such as the Argentine 
railways) or drafts upon gold reserves. 

Without Marshall aid, the net inflow this year would, of course, be less 
even than the £250 millions projected in the Economic Survey, because the 
present rate of strain upon gold reserves would have to be reduced at all costs; 
but in that event the repercussions upon the budget and the domestic finances as 
a whole would far transcend the direct effects of the compulsory reduction of 
the overseas deficit. Consequential unemployment on the one hand and rapid 
decline in tax revenue from tobacco on the other—to mention only two of the 
principal effects—would put disastrous strain upon the Exchequer. But it is 
not against such a hypothetical background that the effects of Marshall aid, 
now assured, should be measured. T he test is simply the size of the prospective 
net inflow of goods from all sources compared with the size of the net inflow 
at present and in the recent past. In 1947 the net inflow was £675 millions ; 
with Marshall aid, it will be larger in 1948 than the £250 millions assumed in 
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the Survey, but should still be much smaller than in 1947. So, at least, we must 
hope ; for otherwise the export drive will have failed disastrously. Marshall 
aid, in short, does not alter the fact—which most people began to grasp last 
autumn—that the imperative reduction in the external deficit will exert a 
strong inflationary effect. Or, to bring the argument back to the narrower 
concept of the budget, the Treasury under Marshall aid will this year be 
selling at home goods received as gifts, whereas last year it was selling, also 
at home, dollars drawn from the credits or from the final reserves. Pound 
for pound, the effects of these different operations upon the internal finances 
are identical ; but this year’s sales will be much smaller than those of 1947. 
It is sheer delusion, therefore, to suppose that Marshall aid will afford any 
new “ fund ” for tax relief. From this point of view, the fact that the sterling 
counterpart of Marshall grants must be “ segregated ”’ for “‘ employment ”’ in 
approved uses yet to be defined is quite irrelevant. It is a provision which 
in Britain has no more than technical significance. 
ok 

It is a tribute to the clear-headedness and courage of the Chancellor that 
he has avoided each of these traps. They have been described in some detail 
at the outset both to clear up the principal public misconceptions and to show 
how great were the temptations and pressures to which Sir Stafford was 
exposed. Having once resisted them and decided upon a firmly anti-inflationary 
budget, Sir Stafford had in one respect an easier task than would have con- 
fronted Dr. Dalton had he sought a comparable policy last year. The infla- 
tionary rise in incomes which Daltonian policy permitted or generated did 
most of its damage last year when the moneys were spent. This year, for 
large slices of these incomes, is the time of reckoning with the tax-collector. 
Principally for this reason, Sir Stafford was confronted in 1948-49. on the basis 
of taxation as it emerged from the November budget, with a very large pro- 
spective surplus—-a good deal larger than most unofficial observers had fore- 
seen. On the conventional basis of Treasury accounting, it totalled no less 
than {778 millions. On the alternative basis of accounting (modelled on the 
iorm for 1947-48, reproduced on page 76), the prospective ‘‘ revenue ’’ surplus 
was £598 millions, while the account for capital and special items showed a 
prospective deficit of £279 millions. For Exchequer operations as a wiole 
there was therefore a surplus of £319 millions, nearly all of which could be 
regarded as “ genuine ’’. Given this large surplus, an anti-inflationary budget 
this year could be framed, broadly speaking, merely by maintaining the existing 
volume of tax revenue, whereas a similar policy last year would have required 
large increases in taxation. 

The details of the budget itself are now so well known that they need not 
be recited here ; but the question whether the budget as a whole was more 
or less severe than was required to stop inflation has still not received the 
attention it deserves. The budget speech itself put the ‘‘ target ’’ surplus for 
anti-inflationary budgeting at something over £300 millions for Exchequer 
operations as a whole, but did not disclose how this figure had been calculated. 
Given the extreme frankness of Sir Stafford’s approach and the obvious 
realism of his principles, most people seem to have been disposed to take his 
reckoning for granted. Partly for this reason, such criticisms as have been 
made of the wider strategy have actually contended that the anti-inflationary 
measures may not suffice. Such a response, to a budget providing and retaining 
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an unprecedented surplus, is surely a remarkable tribute to the Chancellor’s 
persuasiveness. 

The net effect of the tax changes was to add {11 millions to the prospective 
surplus, raising the conventional ‘“‘ above-line ”’ surplus to £789 millions and 
the final surplus, on the total reckoning, to £330 millions. But this small 
addition does not measure the anti-inflationary effect of the proposals. Well- 
chosen “ incentive ’’ reliefs by income-tax concessions will cost £86 millions 
this year; such a sum could not have been better spent. Rou; ghly half the 
reductions in purchase tax on some items will be offset by the increases on 
others. The gross tax relief this year may be put at about £129 millions, of 
which roughly {90 millions will be made good by the increases in purchase tax 
and the additional taxation of beer, spirits, tobacco and betting. The only 
other change was the ill-favoured ‘ once-for-all’’ Special Contribution levied 
on a graduated scale upon investment income of individuals in the year 
1947-48 (provided that total income in that year exceeded {2,000 and the 
portion from investments exceeded £250). From this levy the Chancellor hopes 
to get £105 millions, of which £50 millions was expected to be collected in the 
three months from the due date, January I next. 

Sir Stafford frankly conceded that this sum will be paid “largely” from 
capital. Those in the lowest brackets are likely to meet it by reducing their 
probably slender margin for new savings, while those in the highest brackets 
will perforce sell securities which will absorb correspondingly the new savings 
of others. Even in the short run, therefore, it can make no contribution, or 
no perceptible one, to the drive against inflation, while its longer-run eftects 

may be precisely the opposite, by adding yet another discouragement to 
savings by the so-called ‘‘ moreyed ”’ classes. Itisa purely political gesture to 
those of the Government’s supporters who have clamoured for a “ real” 
capital levy but who, if Dr. Dalton’s response is any guide, have scarcely been 
appeased by it. The gesture is likely to be costly as well as futile. Sir 
Stafford’s reiterated and categorical assurances that this really is a “ once- 
for-all’’ measure have now been widely interpreted as a virtual guarantee 
that there will be no comparable levy during the life of this Parliament. But 
the Daltonian intervention caused so much uneasiness that the doubts about 
the longer-term will remain. 

Since the levy must be omitted from the anti-inflationary equation, the 
net effect of Sir Stafford’s tax proposals was to subtract £39 millions from, 
instead of adding {11 millions to, the genuine anti-inflationary surplus. Instead 
of surpassing his £300 millions target by £30 millions, the Chancellor in reality 
fell short of it by {9 millions. It was this calculation which led some City 
observers to the view that the buttress against inflation might not suffice. 
But some figures given later in the debate show the original target to have been 
more conservative than at first appeared. They related to the calendar year, 
which has the advantage not only of permitting alignment with the Economic 
Survey and the National Income White Paper, but also of excluding any 
receipts from the Special Contribution (since this does not fall due until 1949). 
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The principles of anti-inflationary budgeting, so as to fit the budget into 
the national economy as a whole, have been so fully discussed in THE BANKER 
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during the past year* that mere statement of the resulting formula must 
suffice now. If the economy is to be in financial equilibrium, without any 
general pressure from either inflation or deflation, the nation’s expenditure on 
new capital development, after allowing for the finance provided by the deficit 
on the overseas balance of payments, must be financed by savings out of its 
current income without the aid of a further rise in prices. These savings 
comprise those of companies, individuals and public authorities (local authori- 
ties and social insurance funds being grouped for this purpose with the central 
government). If the private savings seem unlikely to reach the requisite 
total without the lubricant of inflation, the only way of avoiding inflation is 
to increase the “ public ’’ savings sufficiently to make good the deficiency—in 
other words, to budget for a correspondingly bigger budget surplus. 

The critical figure given by the Chancellor later in the debate was an 
estimate of the true surplus in this sense—the surplus on current account of 
the central government, local authorities and insurance funds as a whole. He 





THE NATION’S CAPITAL BUDGETt 





({mns.) 
SAVING INVESTMENT 
1938 1947 1948 1938 1947 1948 
By: Companies .. 182 210 (? 275-325) Gross capital formation 
Individuals .. 157 495 |. (? 25/175) at home ans 770 2,020 1,800 
—_—_ —_- — Less deficit on external 
Private Saving .. 339 705 350/450 balance of payments ~-70 -675 -250 
By Public authorities -89 —-— 135 goo (i.e. external 
By provision for de- “ dis-investment ’’) 
preciation -- 450 775 700/800 


Total saving and 
provisions «« JOO 3,245 1,550 Gross capital formation 700 1,345 1,550 


tFigures for 1948 in italics are those given by the Chancellor; those in brackets indicate 
possible adjustments (in the light of the large revisions made in the National Income White 
Paper, Cmd. 7371) of the Economic Survey estimates of companies’ saving, with consequential 
estimates of the amount required from personal saving. 

Figures for 1938 and 1947 are abstracted from Cmd. 7371. 


put it at £400 millions, which compares with the {275 millions estimated for 
the same period (i.e. the calendar year, 1948) in the Economic Survey and with 
a deficit of £135 millions estimated for 1947 in the National Income White 
Paper. This figure, it should be noted, cannot be set beside those already 
quoted for the budget accounts, for these necessarily related only to the 
central exchequer and to the financial year. Moreover, in striking the true 
equation for the economy as a whole, capital outlays by the Government, 
such as loans for housing or advances of working capital to the nationalized 
industries, are excluded from its expenditure when computing the (‘‘ revenue ’’) 
surplus because they are embraced in the programme for the nation’s capital 
outlay as a whole. On this basis, and on Sir Stafford’s assumptions that total 
capital outlay and the overseas deficit will both be on the scale envisaged in 
the Economic Survey, it will be seen that the budget was cast on very con- 
servative estimates of the volume of private savings. Indeed, on one basis of 
calculation, the assumed level for personal savings would be a mere £25 millions 








* See, in particular, ‘‘ Budget-making Rationalized ’’, in the issue of May, 1947. 
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or ee in contrast with the estimated {£495 millions generated by inflationary 
conditions in 1947 and the £157 millions of 1938 (when, however, the level of 
personal incomes after tax was only about 55 per cent. of the level expected 
to be attained this year). The nation’s capital balance sheet on this basis, 
with comparative figures for 1938 and 1947, is shown in the table on page 81. 
If these estimates could be accepted at face value, there would be real force 
in the contention, voiced in one or two quarters, that this is a definitely 
deflationary budget, as distinct from a counter-inflationary one. But even 
if the physical controls could ensure that investment, in particular, conforms 
to the programme, the estimates would still be subject to a wide margin of 
error. Appraising last year’s budget on the basis of the official dite. then 
available, we reached the conclusion that, despite Dr. Dalton’s juggling with 
fictitious surpluses, it would probably suffice to avoid further inflation. But 
the official estimates, especially of gross investment outlay, proved to be very 
wide of the mark. The estimate for 1947 has recently been revised by {120 
millions in the short interval between the publication of the Economic Surv ey 
and the National Income White Paper, and the final estimate of £2,020 millions 
is some £500 millions more than official programmes led one to expect twelve 
months ago. It would be folly not to allow a margin for error this time, 
though the divergencies should not be so catastrophic. as in 1947. <A prudent 
reckoning would put gross investment in 1948 nearer to £2,000 millions (last 
year’s level) than to the £1,800 millions officially assumed. This margin 
allows for three possibilities : that physical controls will not suffice to ensure 
strict compliance with the pruned programme ; that Marshall aid may permit 
some new plans to be brought forward ; and that the basic official estimate, 
which is no more than a residual item, may itself be wrong. But if the demands 
for finance are under-estimated in Sir Stafford’s pro forma account, so are the 
prospective sources of finance. Marshall aid will not transform the import 
programme, but will certainly allow a fair latitude—if for no other reason than 
that imports of tobacco will be resumed. On the other hand, it would be 
optimistic to expect the export programme to be fully achieved in the absence 
of a further rise in prices. For both these reasons, the net inflow of goods 
iene abroad will be appre ciably larger than the £250 millions upon which the 
Chancellor's budget appraisal is based. It might provide £150 millions, and 
possibly the whole, of the extra £200 millions which investment may require. 
On such a reckoning, the assumed level of private savings needed to pre- 
vent inflation would still be extremely modest, though, after the bitter ex- 
perience of 1947, perhaps not demonstrably more conservative than prudence 
dictates. In the past, the most generous appraisals of post-war budgets have 
had to conclude that their adequacy, as anti-inflatiovary instruments, was not 
assured even on the basis of data available at budget time. But now the boot 
may be on the othe r foot. It is possible—though by no means yet proven—that 
Sir Stafford Cripps’s first budget will exert a small but positive deflationary 
effect. In all the circumstances, that would be no bad thing, for even a small 
loosening of the trade unions’ precarious grip upon wage-levels could frustrate 
all the benefits of this wise and courageous bud geting. ¢. Moreover, even with 
personal incomes appro yximately stabilized, a budget that only just ensured an 
equilibrium in the domestic economy as a whole ail not suffice to prevent 


inflationary conditions in particular sectors of it. 
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Marshall— Problems and Procedures 


HE movement towards the closer union of the democracies of Europe 
T tes now gained sufficient momentum to be studied as an exercise in 

probabilities rather than utopian possibilities. The experiment is among 
the most significant and exciting in human history. In most of its character- 
istics it is without precedent. Viewed from the American angle, it appears as a 
miracle of constructive statesmanship at once generous and _ far-sightedly 
realistic. Never before has a country poured out its wealth in gifts on the 
scale proposed in the European Recovery Programme to help the economic 
reconstruction of others, of competitors, of former enemies as well as former 
allies. As seen from Europe, the experiment likewise looks unique. Its 
essential feature is the goal of overriding the national boundaries and diluting 
the principle of economic sovereignty among sixteen nations widely separated 
by customs, language and race, and repeatedly separated by the bloodiest 
of wars. 

This attempt to re-create gradually the concept of the European community 
is the first really conscious reversal of the trend towards nationalism that set 
in with the Reformation and the elimination of the unity of Christendom. 
There have been many attempts since then to link the nations of Europe into 
a greater unit, capable of giving its people the advantages of belonging to a 
wider entity than the separate states of the Continent. But most of these were 
brazen military conquests of which the two German wars are the most recent, 
colossal and repulsive examples. Because of the unworthy reasons that 
underlay them, these abortive attempts intensified the very forces of 
nationalism they set out to eliminate. That was certainly true of the after- 
math of the first World War. If Europe is being saved from a similar reaction 
to nationalism this time, it is partly because of the emergence of another 
threat, more subtle than the earlier one because it proceeds by infiltration. 
Another unity is being created east of the Iron Curtain, and the democracies 
of Europe have perceived that if they are to protect their identities and liberties 
against its encroachment, they must stand together and be prepared to sacrifice 
some part of their sovereignty. 

These political forces, however, afford only a partial explanation of the 
movements towards Weste rn Union. The impetus comes also from economic 
needs. It springs from the grossly distorted balances of payments which the 
war left as its aftermath. The last war was the first really total war. For 
many of the countries of Europe, and for Britain in particular, this ‘“‘ totality ’ 
of effort was made possible only by the devices of Lend-Lease and Mutual Aid. 
When these ceased, they revealed in all its starkness the gigantic lack of 
balance in the trade between Europe on the one hand and the Western Hemi- 
sphere— enriched and re-equipped by the war—on the other. Only by drawing 
together the economies of Europe and giving them a fresh start with con- 
siderable ‘‘ pump-priming ’’ from the Western Hemisphere, could the required 
equilibrium be restored. It is the miracle of the Marshall plan that it provides 
both essentials to the solution of the problem: the help from the United 
States and the grand design of economic integration among the European 
nations that are prepared to accept this help. 
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Events have been crowding so thick and fast on the canvas of this great 
movement that it may be useful to step back a moment and discern the main 
features of the scene. The chronology of the Marshall plan (it will probably 
continue to be known as such despite all the synonyms and initials with which 
it has been endowed) has been sufficiently recounted in previous issues of 
THE BANKER, and needs no recapitulation here. But never have the incidents 
of the change been so frequent, vital and conclusive as in the past month. 
In the United States the legislation putting the plan into operation was com- 
pleted and received the President’s signature on April 3. The operative 
measure is the Foreign Assistance Act of 1948, though a further appropriation 
Act will have to be passed before the funds are effectively at the disposal of 
the Administrator. That, however, may be regarded as a formality and will 
certainly not delay the progress of the plan of assistance, for Congress decided 
in the Foreign Assistance Act to put $1,000 millions at the immediate disposal 
of the Administrator through an advance by the Reconstruction Finance 
Corporation. 

The Foreign Assistance Act authorizes the expenditure of $5,300 millions 
in twelve months to help the economic recovery of the recipient nations in 
Europe. The participating countries are defined as those which signed the 
report of the Committee of European Economic Co-operation in Paris in 
September, 1947, ‘“‘ and any other country which adheres to a joint programme 
for European recovery ’’. Nodoorisslammed. The occupied zones of Germany 
are already a participating entity. Spain may come in, though the attempt 
to specify its adhesion in the Act was tactfully evaded. The general purpose 
of the Act is to aid the participating countries to become, “ through their own 
individual eftorts ’’, independent of extraordinary external assistance. The 
Act specifies a list of general objectives through which this independence is to 
be attained, notably the promotion of industrial and agricultural production, 
the stabilization of currencies and public finances, the promotion of their 
international trade. Each participating country is to negotiate a separate 
agreement with the United States in which it shall agree to promote the 
general objectives of the plan for European reconstruction. These separate 
agreements will also bind the recipient countries to facilitate the transfer to 
the United States of commodities required for stock piling purposes “ by sale, 
exchange, barter or otherwise ’’. 

The recipients will place in a special account a deposit in their local currency 
equal in value to the goods they will receive as grants under the Act. These 
resources may be used in ways agreed between the country in question and the 
Administrator, but the general objectives set for the use of these accounts will 
be the securing of the financial and monetary stability of the country and the 
stimulation of its production. The Administrator, to whom the United States 
is delegating a wide measure of discretion, will be the head of the Economic 
Co-operation Administration, set up as a new organ of the Government of the 
United States. The Administrator will review the requirements of the partici- 
pating countries for assistance, will formulate the programme and will have 
the power to decide in what form assistance is to be given and the conditions 
in which it may be withdrawn. The Act leaves wide discretion to this official, 
who will be directly responsible to the President, though he is enjoined to 
work in close collaboration with the State department. 
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To this vital position, the President has appointed Mr. Paul Hoffman, a 
successful American business man, a Republican (thus ensuring continuity of 
policy whatever may happen in the November elections), a convinced inter- 
nationalist, a profound believer in the virtues of private enterprise, above all 
a production enthusiast. He will test the recipient countries’ deserts by 
their production response to the assistance provided. His control over expen- 
diture of Marshall dollars will be continuous; over and above this control, 
Congress will have a yearly opportunity of saying whether or not assistance is 
to continue—funds are being appropriated for only twelve months. The 
guidance which the Foreign Assistance Act gives to the Administrator for the 
fulfilment of his duties is of general character, except for one negative instruc- 
tion which directs him to refuse the delivery to participating countries of 
commodities which go into the production of manufactures exported to non- 
participating countries which the United States would refuse to export to 
those countries in the interests of national security. This is intended to ban 
the use of Marshall aid material for export of manufactures to such a country 
as Soviet Russia. The intention is clear and understandable. But in its 
realization considerable difficulties may be encountered. Because steel enters 
into the production of machine tools, because the United States suspends 
export licences for machine tools to Russia, because such machines are being 
exported by Britain and Switzerland to Russia, is no steel to be provided 
under the Foreign Assistance Act? That is the kind of question which, in 
many guises, most of them far more subtle than this hypothetical example, 
will punctuate the future operations of the European Recovery Programme. 
It remains to be seen whether this will lead to difficulties comparable with 
those that arose during the war out of the agreement on the re-export of Lend- 
Lease materials “‘ or similar products ’’. 

The answer to these and all the other questions that will inevitably arise 
from the materialization of this grand design, will largely be determined by 
the relations established between the Administrator and the European organi- 
zation set up to act as the co-ordinating body for the recipient countries. It 
should be added that in this work the Administrator will be aided by a con- 
siderable foreign staff. In the first place, he will have, as roving ambassador 
a United States Special Representative in Europe (the initials of the title, 
U.S.S.R., are surely coincidental). Moreover, there will be a special U.S. 
mission for economic co-operation in each of the participating countries, the 
chief of which is to rank immediately after the principal diplomatic U-S. 
representative in the country concerned. These foreign representatives of 
the Administrator will keep in touch both with one another and with the 
Organization for European Economic Co-operation that has now been set up 
by the sixteen participating countries. 

The progress made by the recipient participating countries in creating their 
part of the organization has been scarcely less impressive than that made by 
the United States itself. Within six months of the first meeting of the Com- 
mittee for European Economic Co-operation, the work on the permanent 
organization had been completed, and on April 16 the representatives of the 
sixteen nations, reinforced by allied spokesmen for the Western zone of 
Germany, met again in Paris to set the seal on these arrangements. At this 
meeting in Paris the permanent secretariat of the new European economic 
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community was set up. This body is the Org anization for European Economic 
Co-operation. Paris is to be its headquarters and its Secretary-General is to 
be M. Robert Marjolin. This appears to weight the organization heavily in 
favour of France; but it should be realized that the Secretary-General and 
his European staff will wield little executive power. The main authority in 
the organization will lie with the national delegations which will be in per- 
manent session in Paris. All the ssemds rs will be represented on the Council. 
Mr. Bevin was expected to be elected chairman but, on his suggestion, this rdle 
was assigned to the Belgian Premie r, M. Spaak. The council, however, will 
meet only on special occasions. The power of day-to-day administration and 
the responsibility for detailed policy will rest mainly with an executive com- 
mittee of seven members designated annually by the Council. The first rota 
of representatives consists of Britain, France, Italy, the Netherlands, Sweden 
Turkey and Switzerland. The chairmanship of the committee has been 
entrusted to Sir Edmund Hall-Patch, who will also be head of the British 
permanent delegation with the Organization. So much for the framework, 
It remains to be seen how it can be given the breath of life 

Apart from setting up the permanent Organization, the representatives of 
the sixteen powers also signed the multilateral agreement binding their countries 
to work in close co-operation and to prepare and undertake the joint recovery 
programme. This multilateral agreement dovetails into the United States 
legislation described above and anticipates the terms of the bilateral agreements 
to be negotiated between the United States and each of the participating 
countries. Thus, the signatories undertake to develop production in their 
metropolitan and overseas territories, to draw up programmes for the produc- 
tion and exchange of commodities and services, to liberalize restrictions on 
their trade and payments, to strengthen their economic links and continue 
their study of customs unions or analogous arrangements, to co-operate with 
other nations in achieving a system of expanding multilateral trade, to main- 
tain stable currencies and to make full use of their available manpower and 
try to provide full employment for their peoples. It may be contended that 
these are unexceptionable objectives to which no Government in its senses 
could take exception. Many of these general intentions already appear in the 
Charter of the International Trade Organization which most of the Marshall 
countries have recently signed at the Havana conference. It can be argued, 
however, that in this more specific form and context, and with the iemedinte 
sanction that Marshall assistance might not be renewed if the principles 
were ignored, these commitments take on a much harder and compelling shape 
and provide a general guidance which the signatories will honestly strive to 
follow. 

Even more concentrated is the initiative taken within the sixteen nations 
by five of them, namely, Britain, France and the three Benelux countries, in 
negotiating the Treaty of Brussels to secure a much closer political and military 
alliance between them and creating a permanent consultative council which is 
to deal with economic, cultural and social questions of common interest. The 
first important economic meeting arising out of this treaty is the Brussels 
conference of five Finance Ministe rs at w shich the crucial and ur gent problem 
of their balance of payments is being discussed. The five countries epitomize 
in their mutual financial relations most of the difficulties from which European 
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trade and payments have been suffering. As a group they are violently 
indebted to the United States. That will in part be looked after by Marshall 
assistance. Within the group, however—as a later article shows—-Belgium 
is a creditor on current account towards all the others. Conversely, France 
is a debtor on current account towards all the others. That being the position, 
the possibilities for compensation of the balances arising out of their trade 
are virtually non-existent. Since these countries have e xtended to one another 
the maximum of the overdraft facilities to which they are prepared to go, it 
follows that trade between them has gradually been restricted to the compara- 
tively low level at which an approximate equilibrium of bilateral barter can 
be established. That is the type of problem which will have to be discussed on 

a wider European plane when the new Organization for European Economic 
Co- -operation gets effectively under way. With the help of some free dollars 
made available for that purpose by the United States, some much-needed 
lubricant could be applied to the whole machine of intra- ‘European payments. 

On the wider problem of a customs union, progress is bound to be slow. 
The Benelux Union has revealed the character of the difficulties that will 
be met. They are not to be despised even on the modest scale of a customs 
union between these three countries. The extension of those principles is 
now being considered by the Customs Union Study Group on which the 
sixteen countries are represented. Its work is still at the preparatory stage. 
The Study Group is considering such technical problems as the formulation 
of average tarifis for Europe. It has also set up an economic committee which 
is considering the wider repercussions of a customs union on European trade 
and industry. All that can be said of these endeavours is that they are moving 
in the right direction, but the optimists will have to bide their patience and 
risk much disappointment if they expect anything t tangible to emerge from 
these discussions in the near future. 

The next technical problems to be tackled in connection with the European 
Recovery Programme will concern the question of procurement in the United 
States. The necessary machinery will presumably be devised by the Economic 
Co-operation Administration. There will be no question of allowing the sixteen 
not a countries to bid against one another with Marshall dollars for com- 
modities that are to be made available to them. It is evident, however, that 
the recipient countries are taking no chances on this question and are ensuring 
that they are adequately represented in Washington to meet the technical 
problems of day-to-day administration which are bound to arise there. The 
British Government has shown the most impressive energy in strengthening 
its Washington team. It has resurrected the war-time British Supply org yaniza- 
tion and has put in charge of it one of its ablest civil servants, Mr. F. G. Lee, 
with the rank of Minister. The Embassy in Washington already holds a 
Foreign Office representative, Mr. Hoyer Miller, whose special preserve will be 
the problems arising out of E.R.P. and who also holds the rank of Minister. 
Last, but by no me ans least, the new Ambassador to Washingtop, Sir Oliver 
Franks, i is steeped in the short history of the European Recovery Programme 
and has taken a more prominent part in framing it than any other individual. 
He must owe his appointment largely to the réle he has played: in this field 
in the past ten months. 

Other countries have not been backward in organizing their “ lobbies ’’ in 
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Washington. The French Government has for some time secured the services 
of one of the outstanding former members of the staff of the war-time Foreign 
Economic Administration. The Belgians lost no time, after the passage of 
the Foreign Assistance Act, in sending their Prime Minister, M. Spaak, and 
the Prince Regent to Washington. It is to be hoped that this strengthening 
of European representation in Washington does not imply that the recipient 
countries see their best hopes in bilateral deals with the United States. No 
more unfortunate impression could be given than that of the sixteen forming 
a queue in Washington and bickering for precedence in the line, when they 
should be organizing themselves into a well-ordered team. It is true that 
there will be many questions that will have to be dealt with by bilateral 
discussions. They will arise inevitably out of the separate bilateral agreements 
to be negotiated between the United States and each of the recipient countries. 
But these problems should yield precedence to the wider issues of European 
integration and of co-operation between the sixteen as a whole and with the 
United States.. 

One of the most difficult issues that will have to be thrashed out in direct 
discussion between Britain and the United States is the problem of reconciling 
the mechanism of the sterling area—in the form in which it has functioned in 
recent years—with the intention of the United States to restrict Marshall aid to 
the designated recipient countries. There is no serious fear that dollars pro- 
vided under the Foreign Assistance Act may be canalized to British dominions 
or other uncovenanted recipients through the sterling area dollar pool. But it 
requires little imagination to conceive a position in which excessive generosity 
by Britain in allocating dollars from the pool to other members of the area would 
result in greater dependence on Marshall aid for the direct needs of Britain 
than would otherwise have obtained. One problem will be how to prevent 
such indirect redistribution of Marshall aid without giving the United States 
the power to intrude into the operation of the sterling area mechanism or, 
what would be even worse, without insisting on the dissolution of a monetary 
mechanism which, whatever may be said of it, has certainly proved its worth 
as a factor making for stability and order in world exchange affairs ever since 
193I. 

This, however, is an incidental problem which can be considered indepen- 
dently of the wider aspect of E.R.P. In that particular context, the main 
issue to be faced in the near future is the use of American assistance to achieve 
the greater integration of European industry. Fortunately, there is evidence 
that Europe is not waiting for American assistance before moving in that 
direction. An interesting and welcome evidence of this was provided recently 
by the sterling credit to the steel works at Caen in Normandy, to be used for 
expansion of plant and to be repaid over a period of years by the export of 
French steel for re-rolling in British mills. That is an example of integration 
which we want to see propagated and multiplied many times over the length 
and breadth of democratic Europe. If that small example can be followed 
there is no doubt that Europe will be found worthy of the immense and generous 
assistance which the United States is now putting at its disposal. 
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Action against Monopoly 
By Hermann Levy 


TATE action against monopoly may take two forms. It may be based 
S:po: the view that any monopoly in industry and trade is bad in itself 

and that, if its existence is proved, it should be abolished. This sort of 
frontal attack was the essence of the Statute of Monopolies of 1624—the only 
anti-monopolist legislation ever yet enacted in Britain, and a statute not less 
cumbrous in phraseology than is the Monopoly (Inquiry and Control) Bill 
introduced by the Government last month. But such frontal attack against 
this or that combination, merely on the ground that it 7s a combination—trust- 
busting as it has been called in America—is no longer regarded as the proper 
way of dealing with monopoly, not, at least, as a first step. Admittedly, in 
the popular view, it is nowadays often taken for granted that a “‘ dangerous 
monopoly ”’ must exist merely because this or that industry is highly concen- 
trated ; but as Professor D. H. Macgregor once aptly observed, “a ‘ higher 
organization ’ in an industry looks the same outside as a monopolistic con- 
struction ’’. The Economist, emphasizing recently this same point, recounted 
in detail the possible technical and economic advantages of concentration 
(see ‘‘ Probe for Monopolies’, March 20, 1948). 

This attitude towards concentration is reflected in the new Bill. Except 
where restrictive trade agreements operate or are suspected, the proposed 
investigatory machinery—and investigation is made the pre-condition of any 
specific remedial action—cannot be set in motion unless a single “ person ”’ 
supplies at least a third of the goods in question in a particular area (“the 
United Kingdom or any part thereof ’’). A concern responsible for one-fourth 
of the national production of a particular commodity might, one would have 
thought, be considered as being highly concentrative, yet, under the formula 
laid down by the Bill, apparently such a concern could be investigated only 
on the basis of narrowing the approach to a part of the United Kingdom. 

But, taking this into due account, the tendency all over the world of legis- 
lation against monopolies has been to judge monopoly, not by what it zs, but 
—and this is the second form which action against monopoly may take—by 
what it does. That was the burden of Lord Nathan’s memorable speech in the 
House of Lords on March 21, 1945, when he also emphasized that “‘ monopoly 
can, and does, keep up prices, keep down total trade or output, restrain free 
entry to employments, and hold up at ransom buyers on the one hand, and, 
on the other, the sellers of raw materials to monopolized industries 

Recognizing the importance of knowing what monopoly does, one feels 
rather dismayed that the new Monopoly Bill has not been preceded by a full 
and comprehensive enquiry—possibly by a Royal Commission—into what 
monopolist activities have in fact been pursued by cartels, trusts and retail 
and wholesale trade associatious in recent years, and also into their activities 
in the international sphere through the media of international cartels and 
agreements for division of territory or division of “ fields ”’ (i.e. research and 
patents agreements). Britain definitely lags behind other countries in its 
documentary knowledge of all such facts. Tt may be retorted that a main 
object of the new Bill is to provide for investigation. But the investigations 
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to be undertaken by the independent ‘‘ Monopoly Commission ” to be appointed 
by the Board of Trade silo the Bill will not relate to the whole complex of 
industry and trade. They will be concerned only with selected cases refcrred 
to the Commission by the Board of Trade and on its initiative ; there ses be 
no domesday book of quasi-monopolist organizations in Britain to serve asa 
basis for comprehensive remedial action. 

Cases may be referred to the Commission where it appears to the Board 
of Trade “ that it is or may be the fact ’’ that certain “‘conditions prevail”’ 
Conditic ms to which the Act will apply will be deemed to prevail, first, as noted 
above, where at least one-third of the goods are supplied by or to one person ; 
or, secondly, where at least one-third is supplied by or to a combination of 
persons working under restrictive agreements ; or, thirdly, where, as a result 
of any agreements or arrangements (whe ther legally enforceable or not), any 
goods or services are mot supplied. Care has been taken to ensure that this 
clause is also applicable where goods are subject to different forms of supply, 


and the conditions to which the Act would apply also include export. The 
3ill gives various Ministers* powers to make Orders, subject to the affirmative 


resolution of both Houses of Parliament, to remedy or prevent “ any mischiefs ’ 
arising from these conditions, either by declaring the practices to be unlawful 
or by requiring the party or parties responsible to terminate them. These 
powers, however, may be used only where the Commission has been required 
to report whether the conditions investigated work against the public interest, 
and where either (2) the Commission has reported that they do so operate or 
(b) the House of Commons has passed a resolution to that effect. Among the 
practices which may be regarded as what Clause 10 (2) calls “ mischiefs”’, 
and to which the sanctions may be applied, are boycotts and conditional and 
preferential sale 

The phrasing of the Bill creates an impression that the “‘ conditions ’’ which 
would gi ve rise to the application of the new law are considered as exceptional. 
As a matter of fact, they are the rule. They were already the rule when in 
1919 the Committee on Trusts reported to the Ministry of Reconstruction 
that “‘in every important branch of industry in the United Kingdom ”’ there 
existed “‘ an increasing tendency for the formation of Trade Associations and 
Combinations, having for their purpose the restriction of competition and the 
control of prices ’’. Since then the tendency to restrictive practices has become 
still more general. As regards industry, the Working Party reports afford 
ample evidence of this. As regards trade, the cases in which there is no retail 
trade association enforcing price maintenance and applying restrictive trade 
practices of all sorts are definitely the exception. 

Few people in Britain, except those actually concerned with such practices, 
know exactly how they work or how wide and drastic their application is. 
The Canadian ‘“‘ Combines Investigation Act” of 1923 (with later amend- 
ments) is far more definite in the enumeration of cartel policy and practices. 
It is instructive to compare it with the British Bill. It mentions “ fixing a 
common price or a resale price”’, “‘ enhancing the price, rental or cost of 
an article, storage or transportation ’ ’ and many other actions which are 
to be considered as an “ indictable offence ’’ committed by a combine. All 
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such indictments are based upon cases which have brought the existence 
of these practices to light. The British Monopoly Bill gives the impression 
— legislation is to be enacted while the conditions against which it is directed 

re still an unknown factor or just a possibility that may arise. Surely it 
pay have been more appropriate to state first the extent to which conditions 
of monopoly and monopoly practices already prevail and make themselves 
felt, and only thereafter to draft the legislation to redress them. That should 
have been the task of an official Report. The present procedure is all too 
reminiscent of the modern trend of “ planning ’’—-where the plans are made 
without much consideration of what actually is to be planned. 

Frontal attacks on monopolist combination, as has been said, can be based 
upon the principle that monopoly is in itself undesirable and obnoxious. But 
where the legislature does not wish to take this view, and instead takes as its 
criterion what monopoly “ does ’’, it surely has to define what actions should 
be considered as being mischievous ; and this the new Bill wholly fails to do 
with any precision at all. It is here that the greatest difficulty is encountered 
in all anti-monopolist laws. The difficulty is usually met, as here, by the 
phrase that “ publ lic interest’ is to be the final criterion of the fairness or 
unfairness of the monopolist’s action (the Act of 1624 speaks of ‘ publique 
good”). The Memorandum to the new Bill explains that it is to give to the 
Government special powers for dealing with those of the restrictive arrange- 
ments which are found to work ag ainst the “ public interest’. But to evoke 
the all-mighty ‘‘ public interest ’ is one thing and to define what it actually 
is, is another. 

What, for instance, is a fair price ? What is a reasonable gross margin ? 
A few years ago the Select Committee on National E xpenditure suggested 

“there has not yet been evolved a technique which solves satisfactorily the 
essential problem of how, in the absence of free competition, to settle the 
“right price’’ to be paid for a particular article’. And this was written 
when, after several years of war, the departments had done everything possible 
to evaluate Government contract prices on a proper costing basis. Trade 
associations have always claimed that all their practices are defensible from 
the angle of public interest. When prices are maintained, they claim that 
price-cutting is immoral and against the public interest ; when less efficient 
traders or manufacturers are artifically kept alive, they argue that sg 
disappearance would mean unemployment ; when entrance to retail trades i 
restricted by qualification tests, it is claimed that this is done to protect the 
public against inferior quality and service, or the nation against too many 
shops; when foreign markets are reserved reciprocally and shared out by 
cartel agreements for division of territory, it is claimed that without such 
restrictions the industry, under free competition, might not be able to export 
at all. A Canadian report on an alleged combine in dental goods stated last 
summer that suppression of competition by trade practices condemned by 
Canadian courts was always excused in that way by the trade associations. 

How little reliance can be placed upon the phrase “ public interest ” 
shown by the contrasting official interpretations applied to restrictive practices 
in different countries. Recent court decisions in Britain have given an inter- 
pretation to restraint of trade which allows trade associations to indulge in 
restrictive practices without fear if only they can prove that the practices 
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were designed to further their own legitimate business, even though the result 
of the action would ruin other traders (see Crofter Harris Tweed Co. v. Veitch, 
1942, H.L.142). Stop-lists with fines have been legally sanctioned in Britain. 
But in Canada it has been decided that “ injury to the public by the hindering 
or suppressing of free competition, notwithstanding the advantage which may 
accrue to the business interests of the members of the combine, is what brings 
an agreement or combination ”’ under the ban of the anti-monopoly legislation. 
Under the proposed legislation, will the Board of Trade accept the latter view 
in preference to Court decisions which in Britain have varied the former 
interpretation of restraint of trade ? 

This leads to another point. If “ public interest ”’ is a principle so difficult 
to settle—a principle upon which the views of judges, political parties, con- 
sumers and traders may all differ decidedly and widely—is it right to entrust 
the initiative in referring grievances to the Monopoly Commission exclusively 
to a Government department ? What if there should be monopolies which, 
from the angle of economic policy, may be viewed quite differently by one 
Government than by its predecessors ? Some commentators have regretted 
that the State monopolies are not brought within the new Bill. This criticism 
is somewhat illogical, for one cannot expect a Government to suggest an 
investigation into alleged deficiencies of its own businesses. Obviously, control 
and supervision are necessary here, but in this case they should be vested in 
Parliament, to which the Government is responsible. But should not Parlia- 
ment, where grievances have been placed before them, be supplied with powers 
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to demand investigation by the Monopoly Commission ? Surely some initiative 
in the matter should rest with both Houses of Parliament, to which the depart- 
ments are responsible. That an establishment or institution has been legally 
recognized as a monopoly does not dispense with the necessity of controlling 
what monopoly “ does ”’ 

Similarly, it has been argued that trade unions ought not to have been 
excluded from the scope of the Bill—as is done specifically. Trade unions are 
‘recognized ’’ monopolies, and nobody would suggest that the special rights 
of combination granted to workmen’s associations have failed in their purpose. 
It is still worth recalling, as Alfred Marshall said many years ago, “ that a 
man who employs a thousand others, is in himself an absolutely rigid com- 
bination to the extent of one thousand units among buyers in the labour 
market’. At that time, of course, it was not foreseen that the monopoly 
of trade unions would lead to forceful and successful methods of controlling 
the right of admission to employment. But, quite apart from that, the legal 
form of the trade union has been exploited by associations of manufacturers 
and traders for purely monopolistic aims which have nothing in common with 
the regulation of employment for which trade unionism was originally designed. 
Indeed, the form of the trade union has become the favourite legal form of 
trade associations, thereby enabling them to enjoy the particular privileges 
granted to trade union agreements as regards restraint of trade and the 
imposing of fines for the breach of rules. In the first instance, at least, it is 
this side of the monopoly characteristics of trade unions which would justify 
their inclusion in the scope of anti-monopolist legislation. Moreover, the 
unions, as in the Crofter case, have also assisted restrictiv e practices of employers 
which had no other purpose than to maintain their profits. 

Anti-monopoly legislation, however necessary, will not lead to the desired 
end of freeing the national economy from restrictive practices if legislators 
are not perfectly sure of what they actually wish to prevent. The over-riding 
aim should be the restoration of free competition. This does not mean the 
prohibition of monopolistic agreements by law. But, under a full-blooded 
policy to restore competition, all such agreements, whether arranged between 
monopolist associations of a number of persons and their suppliers or con- 
sumers, or between single monopolist companies and their suppliers and 
consumers—both types of monopoly to be defined by the law, as, indeed, they 
are defined in the new Bill—would be declared null and void. If, in spite of 
this, attempts were made by the monopoly to deny supplies to independent 
competitors, the State should be empowered to enforce the supply of the 
goods by proper methods; this threat alone would probably suffice to restrain 
monopolists in that respect. Full restoration of the common law doctrine of 
restraint of trade, coupled with a comprehensive definition of what, under 
present conditions, should be considered as being in restraint of trade, would 
probably be a far simpler and more direct means of abating the evils of 
monopoly than reliance on the proper evaluation of “ public interest ’’, with 
its ambiguous, contradictory and constantly changing interpretations. The 
present Bill is certainly a courageous start. But it would be wise to draft 
into it more precise indications of what particular monopolist conditions and 
restrictive practices are intended to be its immediate target. As the proposals 
now stand, it is quite uncertain what the target really is. 
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Building Societies and Inflation 
By Roland Bird 


AST year 31,300 houses were built by private enterprise for sale. On 

a generous calculation (for not all of these, if report is to be believed, 
were sold within the price limits laid down by the Minister of Health) 
their total value might have been {£5 millions or so. Many of them were 
cag sg for cash, or from advances made under the Small Dwellings - \cquisi- 
ion Acts; so the — of this new — building last year which was 
nr uly financed by building society mortgages must have been vi Ty small 
If the building societies had been fo ced to rely on new building for 
In point of 


indeed. 
their bread and butter, they would now be in desperate straits 
fact, the m heir advances on mortgage last year brok e all previous 
records. The mortgage boom—which was last described in these pages in 
April last year—has received a further impetus. It has now reached the stage 
at which serious questions have to be asked about the mortgage advance 
policy which has been pursued by certain societies in recent months ; about the 
contribution of that policy to the further inflation of house property values ; 
and about the narrowing margin of security which certain over-expansive 
lenders now seem content to accept at a time when, in the opinion of ex- 
perienced judges, property values may be facing a decline. 

The first task is to measure the extent of the boom in advance business. 
In the best pre-war year, 1936, the movement advanced {140.3 millions on 
mortgage—in that year, incidentally, as many as 211,300 houses were built for 
sale. This record was overturned in 1946, when the movement advanced 
£188.2 millions—though not on new houses, for only 27,444 houses were built 
for sale. But last year, it is evident, building society advances will amount 
to little short of £245 millions—an increase of practically 75 per cent. on the 
19360 ferns. The Building Societies’ Gazette has carried out ‘tts annual survey 
of a major sector of the movement’s mortgag re business and assets and the 
results are reproduced below from the March i-sue of the Gazette. The sample 
covers one-fifth of all building societies registered at the end of 1946, but this 
fifth accounted for nine-tenths of the movement’s total resources. The 
figures below thus cover an adequate—indeed, a comprehensive—sector of the 
movement, and past experience shows that they will provide a thoroughly 
reliable indication of building society expansion last year : 


mey value of t 


TABLE I 
AGGREGATE POSITION OF 195 BUILDING SOCIETIES 
1949 1947 Change in 1947 
Assets £ f£ £ 
Mic rtgages 571,709,782 656,398,889 84,689,107 
acannon 190,432,665 169,378,004 21,054,572 
Cash 23,633,962 5,306,898 


Other Assets 


Total assets 


Reserves 


Advances on mortgz 


ige 


48,909,112 


165,590,085 


6,97 7.758 
861,388,703 


51,887,673 


219,011,770 


181,898 


+ 69,153,332 
2,978,501 


50,121,082 
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From these figures it can be inferred that, by the end of last year, building 
society resources had reached the staggering total of £950 millions—a nana 
£200 millions more than at the end of 1938. In the meantime, a considerable 
change has occurred in the composition of building society assets. Before the 
war, mortgage advances represented practically go per cent. of the total assets 
of the movement, and there were many critics who thought that it was then 
working on an unduly low margin of liquid reserves. Then came the war. 
New advance business shrank to small proportions ; old mortgages were repaid 
readily as the money total of the netionds income rose; and the societies 
invested an increasing proportion of their funds in gilt-edged securities to 
conform with official recommendations. By the end of 1945 mortgage advances 
represented no more than 7c per cent. of the total assets of the societies 
(between 1938 and 1945 mortgage assets had been reduced by well over {100 
millions) ; investments, mainly in gilt-edged securities, represented more than 
one-quarter of the total balance sheet, and cash and other assets 4 per cent. 
The end of 1947 saw a change in the shape of the building society balance sheet 
to more business-like proportions. The movement has been a seller of gilt- 
edged securities to a fair degree while the market has been falling from a 2} 
per cent. basis to over 3 per cent. And of its greatly increased total resources, 








Tapie II 
MORTGAGE BUSINESS 
(£’000's) 
1938 1946 1947 
New Repay Balance New Repay- Balance New Repay- Balance 
Advances ments* endof year Advances ments* endof year Advances ments* end of year 
Halifaxt .. ox 20,341 18,224 105,173 27,708 23,102 90,304 26,989 24,622 95,901 
Abbey National ee 13,499 12,573 79,207 14,042 13,230 60,221 20,097 15,731 07,997 
Cheltenham and 
Gloucester ice 1,275 1,162 6,261 2,391 1,516 6,980 2,636 1,957 7,992 
Leeds and Holbeck. . 1,023 751 4,224 1,547 1,048 4,300 1,693 1,162 5,027 
Leek and Moorlands 1,208 994 6,047 3,795 2,097 9,031 4,350 2,634 II,211 
Huddersfield 2,033 2,109 13,331 2,201 2,209 9,510 2,206 2,490 9,678 
Woolwich Equitablet 6,277 5,930 35,921 8,527 7,420 33,025 12,132 9,307 37,450 
Tora, 
SEVEN SOCIETIES.. 45,5656 41,743 250,169 60,518 $0,682 213,373 70,769 57,979 236,232 
* Including interest. + To January 31 of following year. ~ To September 30. 


at over three-quarters are invested in mortgage advances. A mortgage 
advance at 4 per cent. is certainly a more remunerative holding than a de- 


preciating gilt-edged security vielding a mere 2} per ceut. Costs are rising, 


and income tax and profits tax mean a bigger burden for the societies. 
The trends brought out by the summary in the Building Societies’ Gaz 

are significant, but they do not reveal the full story of a remarkable 7 
They tell us nothing, for instance, about the movement of new investment 
in shares and deposits by the public. They are silent on the extent to which 
existing mortgages were repaid in 1947. Nor do they provide any information 
about the number, or the average value, of the new mortgage advances which 
were made last year. For this information the student of building society 
affairs will have to await the Registrar’s statistical summary—and even that 
gives no details about the volume of mortgage repayments and the number and 
avel rage value of mew advances. These, indeed, are regrettable omissions, 
for the figures have a particular importance at this stage of the movement’s 
development. In Tables II to V, a partial attempt is made to close these 
gaps. Table II relates to the mortgage accounts of seven societies, whose 
advances last year represented between one-quarter and one-third of the 
whole. It suggests that there have been some important differences of lending 
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policy among individual societies. The Halifax actually records a slight fall 
in advances, whereas Abbey National and Woolwich Equitable (the latter in 
its centennial year) show vigorous expansion. This table illustrates the con- 
tinuance of a high level of mortgage repayments; it suggests, not for the 
first time, that if the movement were for any reason to find itself unable to 
transact a high level of new advance business, the reflow of mortgage moneys 
to the societies—at least, at anything approaching the rates which have 
become familiar in post-war years—could quickly become embarrassing. The 
big volume of return money partly reflects high money incomes and full 
employment. But it also owes something to the high rate of turnover in 
houses from one mortgagor to another—of which more will be said later. 


TaBLe III 
SHARE AND DEPOSIT MOVEMENTS 


(in £’000’s) 
SHARES DEPOSITS 
With- Balance With- Balance 
Subscribed drawn* end of year Subscribed drawn* end of year 

(1939t 11,692 9,466 87,280 9,309 10,092 35,004 
1947f 6,334 7,304 83,052 8,405 8,517 40,084 
1948¢ 11,524 8,281 93,704 3,356 9,192 49,423 
1938 8,532 10,701 66,3829 976 3,18 14,549 
1940 0,507 4.473 60,375 421 2, € 10,749 
1947 2,100 4,700 65,237 3,305 38 12,402 
f 1938 673 425 4:447 5 § 1,906 
1940 ,226 433 0,202 y 7 2,774 
1947 ,50L 595 72205 Ol 2,944 
1935 O47 445 3,054 3 3 T,231 
1949 3gt 397 4,030 57 5: 1,480 
1947 953 509 5,173 3 1,524 
1933 goy 577 5,250 8 858 
La40 352 862 9,539 ‘ goo 
19.47 7a! 897 10,003 1,484 
1935 858 O18 10,38. 3,283 
940 537 629 10,703 3,454 
1947 ‘ 24 6738 10,998 3,486 
9385 3,632 3,060 27,408 9,896 
9402 5.595 2,250 35:074 6,883 
947% 55759 1470 39,199 3,039 


W We s)- 
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> 20,943 25,701 4, E, 8,43 66,727 
a4 24,377 16,913 21,322 367 3,74! 66,324 
4 24,302 18,196 32,307 7.15 70,302 


ling interest t Year to January ; + Year to September 30. 


The next table—Table I{I1—summarizes the investment business of the 
same seven socisties. For some years building societies have offered, in 
addition to their service to the genuine small investor, a useful refuge for the 
free balances of those investors who want something better than the 2} 
per cent. or 3 per cent. gross obtainable on gilt-edged, coupled with security 
against fluctuations in capital value. A return equivalent to 4 per cent. gross 
on building society shares can be obtained by the investor who is liable to 
income tax at the standard rate, and if the societies had not strictly limited 
the amounts of such refugee money which they were willing to accept they 
would soon have found themselves flooded. The :y have been more receptive 
to new investment on deposits, which usually carry r§ per cent. net, equivalent 
to approximately 2? per cent. gross. The table shows that the societies have 
been able to get ne w money without difficulty. Yet even here there may be 
straws in the wind of rising interest rates; at least, some societies have opened 
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their doors more widely to new money in recent months, and have raised their 


TasBLe IV 
LIQUID RESOURCES 
(£’000’s) 
1938 1946 1047 
Cash Investments Cash Investments Cash Investments 
Halifax t +s sé co aay 17,182 4,150 41,912 6,432 39,111 
Abbey National .. «+ 2,086 5,983 2,134 20,763 2,307 13,610 
Cheltenham and Gloucester 27 889 323 2,803 235 3,100 
Leeds and Holbeck re 37 218 102 1,949 107 1,903 
Leek and Moorlands... 30 408 542 1,495 257 1,347 
Huddersfield os ““é 468 831 319 5,510 353 5,598 
Woolwich Equitable = .. 221 2,918 1,230 10,172 2,006 10,435 
ToraL, SEVEN SOCIETIES 8,056 28,429 8,850 84,004 11,697 75,104 
+ At January 31 of following year. t At September 30. 


limits on total investment, though not the rate they are prepared to pay for 
it. Admittedly, this is hardly a symptom of a change in investment policy 
as yet. And, as Table IV suggests, most of the societies have an adequate 
cushion of liquid resources, even after last year’s great expansion in advance 
business. 

All these figures show that building societies have been thriving in a period 
of inflation. That is hardly surprising, for an inflation is a good time to borrow. 
But to reach a true assessment of this expansion of mortgage business it is 
necessary to put the pointed question whether the movement—or certain mem- 
bers of it—may not be thriving on inflation by contributing to the very rise in 
property values which, since the war, has been the mainstay of its mortgage 
business. To answer the question fully would require much more information 
about the number and average value of new advances than is readily available. 
It is a little perplexing to have so little knowledge of the two components of the 
movement’s record mortgage business—the number of advances and their 
average value. The figures given in Table V, calculated from the latest reports 
of eight important societies, must be accepted as a rough and ready substitute 
for the fuller information which is needed, and which, it is to be hoped, the 
Registrar will restore to the annual summary as soon as possible. The figures 


TABLE V 
AVERAGE VALUE OF MORTGAGE ADVANCES, 1947 
Up to £1,000 Over {1,000 General Average 
£ £ £ 
Burnley wa ava na ict 393 1,710 672 
Halifax as - v wa 610 1,755 908 
Leeds Permanent .. aa i 667 1,309 944 
Abbey National .. a ana 530 1,754 1,037 
Woolwich Equitable ie a 572 2,000 1,050 
Bradford Equitable Si ig qi 1,969 1,295 
Leicester Permanent ar coe 444 4,264 1,708 
Bradford Permanent ra ai 727 5,628 2,461 


give the average size of mortgage advances last year, with a subdivision for 
those up to {1,000 and those over that figure. As a guide in examining them, 
it may be recalled that the average size of mortgage advances in 1938 was £608. 

A mere glance at these figures reveals important differences between the 
lending policies of different societies during the past year. Some have been 
cultivating larger mortgage business quite assiduously. And even among 
those which are pursuing a more traditional policy there is inescapable evidence 
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of a continued sharp rise in the average advance. This trend has not yet 


found its full reflection in the percentage distribution of outstanding mortgage 
balances according to size. The first five societies in the list each have more 
than 60 per cent. of their mortgage assets in individual accounts which do not 
exceed £1,000, and for Leeds Permanent the percentage is over 70. On the 
other hand, B niga Equitable and Leicester Permanent hold less than half 
of their mortg assets on individual accounts up to this limit, while Bradford 


Permanent holds less than one-third. Leicester Permanent has 40 per cent. of 
its mortgages on accounts with balances exceeding £3,000, while for Bradford 
Permanent the percentage is well over 50. 

There is evidence here of some stress of competition for new mortgage 


advance business. The selection of societies is merely illustrative, and does 
not necessarily represent either extreme of policy-—cultivating the field of 
commercial mortgages, or the more traditional and long proved policy of 


f 
spreading mortgage risks over a wide field of smaller borrowers. Yet even 
among the societies which have not made a particular point of developing 
the bigger type of business there are significant differences in the figures, 
For example, is the difference between last year’s average advances in the 

over £1,000 ” bench et by Halifax and Abbey National, compared with Wool- 
wich, due wholly to a different class of business offered io the respective 
societies, or does it reflect, even in part, differences in lending practice between 
the societies for broadly similar business ? The figures provide no answer to 
this most important question. 

Sut there are other indications which suggest that differences in lending 
policy are now assuming greater importance.* Business which would be 
accepted with some hesitation by certain cautious societies—and on occasion 
is even refused by them—is undertaken with eagerness by others which are 
more venturesome. On the face of it, this is an odd situation, because the 
building societies are enjoying a seller’s market such as they have never known 
before. If they were so minded, they could afford to pick only the best mort- 
gage business and turn down the rest. Many societies are doing so, but this is 
rardly true of all. Some societies have been quite willing to follow fast in the 

wake of ris ing property values, and some are fully abreast of the market. 
Thei ‘ir policy is adding a perce ptible impetus to the forces of inflation by en- 
couraging the seller to demand, and assisting the buyer to pay, a higher price 
for a given house. 

Recent evidence is rather disturbing to those who hold that the great 
strength of the building society movement lies upon the foundation of mutual 
thrift and financial assistance for owner-occupiers. It should be emphasized 
that this evidence directly touches none of the societies referred to in the 
course of this article. It points to a thriving business in mortgage rearrange- 
ments by which house owners, or mortgagors with a relatively small outstanding 
debt, are encouraged to turn into cash the greatly enhanced value of the house 
they occupy. Some dubious brokerage activ ities are developing. which seek 
to persuade owners to take out a new mortgage for a far greater sum than the 
original cost of the house—built, as a rule, many years ago. Two examples 
will illustrate this business which, it should be pointed out, is not sponsored 
directly by the building societies, so far as the evidence goes. Mr. Smith has a 








* In what follows, I have drawn freely on a recent address given to the Metropolitan Association 
of Building Societies.—R.B. 

















ve 


$a 


ion 








BU ILDIN "] SOCIET IE Ss AND INFLATION 99 








suburban villa on which he still owes the building society £450. He secures a 
new advance of {1,600 (his house may have cost no more than £7: 50 when it was 
built) for a term of 20 years, whic h costs him 45s. a week with combined 
endowment insurance. Thus Mr. Smith preserves a roof over his head; he 
has {1,150 available for his personal use ; and he pays perhaps 30s. a week 
more under the new mortgage than under the old. In the second case, Mr. 
3rown arranges a new advance of £3,500 over - years (which costs him 75s. 

a week with endowmeut insurance) — he receives a cheque for £2,750 after 

paying off an existing mortgage of £7 

Transactions like these “account ‘* part of the rapid repayment of old 
mortgages which has been a feature of the last year or two. They swell both 
sides of the mortgage account and give the impression of high prosperity. 
To adopt a purist attitude about them would be out of place. Inflation and 
scarcity breed rising capital values, and there is no law which forbids a house 
owner to take advantage of them and leaves the Stock Exchange speculator 
free. But there are two potential sources of weakness in this type of business. 
The first is the basis on which properties are valued. The second is the terms of 
the mortgages which are available to finance it. 

Property valuation has never been ap exact science, and the distortion of 
values which has followed the war has had the effect of giving greater weight 
to the conventional elements in valuation practice rather than the cost 
elements. The pre-war {£600 house cost, perhaps, £450 to build, with £150 
for land and profit. If it is assumed that building costs have risen 100 per cent. 
and something extra is added for land and profit, the equivalent post-war cost 
might be £1,100. A cautious mortgage advance, reckored on a pre-war basis 
of, say, 85 per cent., with a 100 per “cent. increase to match higher building 
costs, would come to about £1,025, which gives some margin below the current 
valuation. But there are societies which are prepared to argue that a valuation 
100 per cent. above pre-war is unduly skimpy, and that an addition of 125 per 
cent. is reasonable and safe. So the modest villa is quite likely to be endowed 
with a valuation of £1,500. And even this sum is well below a vacant possession 
price, which could easily run to £1,800 or to £2,000 in some circumstances. 

The amount which building societies are prepared to advance in cases of 
this kind varies according to the standard of the security offered, and according 
to their own policy. There is evidence that some societies are making par- 
ticularly generous advances on “ sitting tenant’’ mortgages—in the very 
numerous cases, that is, where owners have become tired of the thankless 
responsibility for property let at controlled rentals, and in which tenants 
have been ready to pay something less than vacant possession prices for the 
houses they occupy. There is advantage to both sides in these transactions. 
To revert to the example above, the pre-war {600 house may be bought by the 
tenant at, perhaps, £1,500. The owner makes a useful capital profit; the 
tenant keeps a house over his head and buys it for less than he would have to 
pay for another house with possession. In these circumstances—some societies 
argue—it is legitimate to make a full advance to finance the purchase without 
requiring the purchaser to put up any personal stake. A society which takes 
this course holds that its margin of security is provided by the premium which 
the property would command if it should come into the market with vacant 
possession. This is not a welcome development. The personal stake has been 
an integral feature of building society advance business during the long history 
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of the movement. Every occasion in the past when the personal stake has 
been reduced led to regrettable developments in lending practice. Before 
the war competitive lending policy did nothing to enhance the strength—or, 
indeed, the reputation—of the movement. To base mortgage policy on the 
security of property values which can be realized only in the event of fore- 
closure is a far cry from the best practice of the past—the choice of mortgagors 
who were unlikely to default and who were prepared to back their personal 
covenant with a substantial sum of their own. The type of circular which 
proclaims that ‘in certain circumstances, those purchasing a property can 
have all the purchase price advanced ”’ encourages borrowing without sober 
reflection, and encourages a sitting tenant to pay more for his house than 
he would be prepared to do if he had to put up the normal personal stake of 
I5 or 20 per cent. 

The second reservation about this type of business concerns the term of the 
mortgages by which much of it is financed. There has been a pronounced 
tendency towards a lengthening of the life of such mortgages. The longer the 
term, the slower is the effective rate of repayment of capital, particularly in 
the all-important early years of the term, and the smaller is the society’s 
margin of security. But the longer the life of the mortgage, the lower the weekly 
or monthly payment of the mortgagor can be fixed. A 10-year mortgage for 
£100 at 4 per cent. will cost him {1 os. 7d. a month in repayments ; for 20 
years the cost is 12s. 4d. a month; and for 30 years only gs. 6d. So some 
societies—making much of the buyer’s desire “to keep outgoings during 
purchase down to a minimum ’’—are increasingly willing to offer 30-year 
advances. The purchaser is usually content to compare what he has to repay 
with what he has been paying in rent. A 30-year repayment scale is far cheaper 
than an uncontrolled rent, and not widely apart from the typical controlled 
rental. So, at the expense of some margin of security, many societies are 
encouraging a new type of borrower, on terms which invite him to pay more 
for his house than colder calculation would justify. 

These two factors, perhaps more than any others, underline some of the 
possible weaknesses in the mortgage boom which the building society movement 
has enjoyed during the past two years. They may be challenged, before very 
long, by a fall in the market value of small empty houses. In all probability, 
some 200,000 local authority houses will come into occupation this year, 
and that will have an important effect on vacant possession values of existing 
houses. Again, there have been no difficulties in maintaining mortgage repay- 
ments during a period of rising incomes. Are incomes going to rise indefinitely ? 
Even a greater stability of incomes might mean some difficulty for certain 
optimistic borrowers ; a fall in incomes (of which, certainly, there is no present 
sign) might mean open breach on some recent mortgage contracts. The time 
appears to have come for the building society movement to consider these 
points with care. It is not well favoured politically. It might, like the banks, 
find the authorities claiming a say in its methods of business. It could never 
rely on foreclosure on any appreciable scale. And it has responsibilities to 
nearly three million shareholders and depositors which must never be over- 
looked for a single moment. Inflation has made things easy for the movement. 
Disinflation need not make them difficult, so long as the societies are ready to 
take in some of the sail which they have let out to catch the fair winds of the 
past two years. 








has 
ore 
or 
the 
re- 
ors 
nal 
ich 
ber 
jan 

of 
the 


the 


for 





—_——— 


101 


Contrasts in Benelux 
By a Special Correspondent in Holland 


T is easy, in these days, to be oppressed by the material destruction and 
| iri decay which war has spread through Europe. Yet the very violence 

of the upheaval has some compensations ; it may permit a sudden breaking 
through of new ideas which otherwise might have remained far below the level 
at which ideas are translated into policy. As far back as the middle of the 
last century, there was already some talk about creating a Union of the Low 
Countries. But it was not until the final stage of the second war, when Belgium 
and the Netherlands, with their Governments in exile, were going through 
one of the blackest periods of their history, that this idea began to take definite 
shape. On September 5, 1944, the two Governments concluded in London a 
Customs Convention as a first step towards a complete economic union. 

At that time, this Customs Convention was intended to come into opera- 
tion immediately after the liberation of both countries. Subsequent develop- 
ments made this impossible. Belgium was liberated eight months earlier than 
Holland. Moreover, the technical problems proved to be much more com- 
plicated than could be foreseen in London. But now the Customs Union is 
accomplished : it came into force on January I, 1948. Since that date Belgium 
(including Luxembourg) and the Netherlands have had the same import duties 
for goods from third countries, and all import duties across their common 
frontiers have been abolished. 

Admittedly, this Customs Union, important and promising though it is, 
is but a first step. For the time being, both countries maintain their separate 
systems of excise duties and purchase taxes. Co-ordination of these systems 
will therefore form the secoad step towards the complete economic union, a 
step intensively studied at present. The expectation is that draft bills to 
deal with these matters will be introduced in both Parliaments in the course 
of this year. But, even if the Customs Union is thus completed, full economic 
union will still be far away. There will still be the licensing systems for exports 
and imports and the measures for exchange control, while the structures of 
prices and wages in the two countries will continue to exist separately and 
without co-ordination. Practically everybody in Belgium and Holland now 
understands that ideals agreed upon during the war must be put to the test 
of reality and be shaped into practicable plans, so that it is impossible to 
create a complete economic union within a short lapse of time. 

An important part of the practical background of this problem can be 
seen in the great differences between the economic development of Belgium 
and the Netherlands since the end of the war. As mentioned above, Belgium 
was liberated eight months earlier than the Netherlands. In September, 1944, 
the Allied armies marched from Paris to the Dutch frontier in the course of 
only a few days. War damage in Belgium was therefore relatively limited, 
and Belgian production was able to make an early start. The Netherlands, 
however, entered the darkest phase in their history when Allied operations at 
Amhem ended in retreat. The Germans passed on to a systematic removal of 
manpower to Germany, plunder of machinery and stocks, destruction and 
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inundations. In May, 1945, when Belgium’s production had already gathered 
momentum, Holland, having lost one-third of its pre-war national wealth, 
was in chaos. 

There were other differences, too. During the war Belgium’s overseas 
territories (the Congo) could continue and even expand their productive 
activity, while the Netherlands East Indies were occupied by the Japanese 
invader, inflicting losses and destruction pon reg le with those suffered by 
the mother country. Another difference was that during the final stage of 
the war Belgium was an important base of Allied operations. In consequence, 
Belgian services to the Al lied forces reached a considerable volume, resulting 
in a flow of dollars into Belgium. In 1945 this source of ‘‘ external’ income 
furnished Belgium with dollar earnings amounting to Frs. 4,000 millions, 
contrasting with dollar earnings from exports amounting to only Frs. 700 
millions in the same year. At the moment that Holland, totally exhausted, 
was liberated from the Germans, Belgium was already able to import con- 
siderable quantities of goods, aiding her production effort while permitting 
an improvement in the level of consumption. 

It is true that from the outset both countries had to face the familiar 
problem of too much money chasing too few goods—a problem which, as 
attacked from the monetary angle, led to a currency purge both in Belgium 
and Holland. It is clear, however, that the possibilities of revival have been 
distributed disproportionately. This difference in underlying conditions, 
together with a certain difference in national character, explains the differences 
of emphasis in reconstruction policy of both countries. 

* 

Belgium, immediately after her liberation, aimed at improving the country’s 
supply of consumption goods. In addition, the extent of Governmental 
planning was limited as much as possible ; rationing, for example, was applied 
only where, on a strict view, it seemed unavoidable. The consequences of this 
policy were quite quickly perceptible. At the moment of liberation, September, 
1944, the index number of retail prices in Belgium stood at about 280 (1936-38 
= 100). Under strong pressure 0 f demand, this index rose to a maximum of 
350 in September, 1945, receding to 330 by the middle of 1946. The increased 
supply of goods fostered smooth labour relations (especially as real wages 
declined only slightly), so that production, practic ally unhampered by war 
damage, went quickly upward. 1945 the general index of industrial pro- 

ion was 31 (1937 = 100) ; igure for 1946 was 72 ; in 1947 it su rpassed 
' Minister Duvieusart, the index, on 
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production, which also enabled 

the country profited fully from 1 

—_ orts expan led fast. “By November, 

gium’s exports amounted to 40 per 

June, 1947, the proportion was no less than 
1947, in contrast wi ith the situation shortly after the 

when ample imports were ensured principally by drafts on the 
cumulated dollar balances, exports became the most important source of 
foreign exchange. In January, 1947, they covered 44.3 per cent. of the import 
bill; but June the pre-war propo wrtion of 92 per cent. had been reached. 
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In consequence, the Belgian balance of payments showed a surplus with 
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several countries. Moreover—and this is especially important—between 
February, 1947, and the autumn of that year (when Belgium was within the 
British system of transferable sterling accounts) the country was prepared 
to accept payment in sterling for its exports to other countries within this 
system. In addition, Belgium utilized the well-known clause in the various 
bilateral pay ments agreements whereby any indebtedness beyond the fixed 
“overdraft” limit had to be covered in gold or hard currency; it may be 
estimated that by this means Belgium secured some Frs. 700 millions in gold 
and hard currency during 1947. 

Meanwhile, not long after the liberation the Belgian Government woke up 
to the fact that the favourable course of events none the less had its inflationary 
dangers. It was recognized, of course, that inflation would be relieved by the 
strongly increased supply of goods. But in consequence of the rather free 
play of economic forces both prices and wages rose to levels considerably 
higher than before the war. According to a report of the Belgian Commission 
for Economic Affairs, recently presented to Parliament, the general index of 
wholesale prices was 333 in December, 1946 (1936-38 = 100) ; twelve months 
later, it had risen to 387. Retail prices were also 333 in December, 1946; by 
December, 1947, and February, 1948, they were 367 and 387 respectively. The 
same report estimates that real wages now stand at go to 94 per cent. of the 
pre-war level. 

As early as April, 1946, however, the Government showed concern at the 
long-run effects of these price trends upon the power of Belgian goods to 
compete in world markets. Although, for the time being, the sellers’ market 
continued to offer good profits, it thereupon launched a campaign for lower 
prices. The objective was a decrease of 10 per cent. In the spring of 1947 the 
experiment was repeated. In addition, financial policy became more con- 
servative in character. The budget for 1948 was balanced, and the fiscal burden 
became heavier. From August I, 1947, general subsidies on food were abolished 
and were replaced by a (less costly) system of “‘ compensation payments ”’ to 
relieve those sections of the population which would have been hard hit by 
the change. Moreover, some increases of discount rates were put into effect, 
in order to restrict credit creation as much as possible. 

The trend of the indices of prices and wages, as mentioned above, shows, 
however, that this policy of lowering the price level has been unsuccessful. 

his diagnosis is the more important because at present labour productivity 
in Bel gium is certainly not above 80 per cent. of the pre-war level. Conse- 
quently, the Belgian level of costs is demonstrably higher than in other Western 
Racer countries. In the long run, when the sellers’ market disappears, 
this situation contains evident elements of danger. 

A second ditiiculty of the Belgian position is the familiar one of a strongly 
adverse balance of trade with the United States. Imports from the United 
States amounted to Frs. 22.4 milliards in 1947, exports to that country were 
only Frs. 2.7 milliards. To prevent a dollar drain, the Belgian authorities, 
some months ago, began to restrict dollar imports, Indirect measures to save 
dollars are being applied, too, as witness the terms of the trade agreements 
with Britain (which is to supply coal) and Russia (which is to supply grain). 
At present, the quality of Belgian export products, good though they are, seems 
to be insufficient to enable them to compete successfully with American 
products. 
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Summing up the Belgian position, it may be said that in comparison with 
other Western European countries Belgium is still very prosperous. On the 
other hand, the situation contains some unstable elements in view of the 
rather high level of costs. Difficulties will be unavoidable if and when recession 
occurs in the world market. It is therefore to be expected that the Belgian 
Government will do its utmost to reduce costs and increase labour productivity 
by technical re-equipment and modernization, and especially by implementing 
the ten-year investment programme outlined by the Ministry of Reconstruc- 
tion which aims at a total investment outlay of Frs. 350 milliards. In this 
context it is significant that, according to recent inquiries, in 1947 the public 
propensity to save reached its pre-war proportion again. It seems that the 
whirl of consumption which followed the liberation is now over. Belgium, 
meanwhile, has never been troubled by an official savings campaign. And if 
somewhat more austerity appears to be necessary for the time being, it will 
have to be achieved by voluntary means. 


* 


By contrast, the Netherlands, after its liberation, had no other choice than 
an officially imposed policy of austerity. In view of the tremendous war 
damage, the task ahead was enormous. The only way to tackle the problem 
of reconstruction was by a severe restriction of consumption and a drive for 
the utmost increase of production. The war-time system of price control and 
rationing was therefore maintained after the liberation. Especially important 
was the system of wage control, which sought from the outset to prevent 
inflation and keep the level of costs under control in order to stimulate exports 
and especially to ensure a competitive level in world markets in the future. 
In the second half of 1945 and early in 1946, wage rates were allowed to rise 
to a new post-war equilibrium. Since then they have been kept steady at a 
level of about 175 (1938 = 100). Wholesale prices in 1947 showed a monthly 
average of 271, but, by means of subsidies, retail prices have been maintained 
at a level of about 200, and there is certainly no acute tension between wages 
and prices. At any rate social unrest was avoided during 1946 and 1947. The 
Dutch population generally shows a good understanding of the difficulty of 
the country’s position. The volume of production, supported by foreign 
credits, has therefore recovered quite strongly. The monthly average of the 
general index of industrial production (1938 = 100) was 73 in 1946 and g2 
in 1947. In October, 1947, the 100 mark was surpassed for the first time since 
the liberation. Consequently exports have also expanded. Monthly averages 
were Fls. 70 millions in 1946 and Fls. 155 millions in 1947. 

Before the war 73 per cent. of Dutch imports were covered by exports. 
But, unlike Belgium, the Netherlands seems to be unable to restore this 
“normal” proportion. In 1946 the figure was 35 per cent.; in 1947 it was 
still no better than 46 per cent. The import surplus, moreover, rose from 
Fls. 1,519 millions in 1946 to Fls. 2,197 millions in 1947. Other current items 
in the balance of payments (shipping services, trade with Germany, economic 
activity in Indonesia) being largely deficient, it is not astonishing that the 
Netherlands is continuously struggling with the foreign exchange problem 
—or, rather, the dollar problem, for the import surplus with the dollar area 
rose from FIs. 735 millions in 1946 to Fls. 1,243 millions in 1947. During 1947 
33 per cent. of total Dutch imports came from the dollar area, which took 
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only 6 per cent. of total Dutch exports. Notwithstanding the steady increase 
of production, great caution and austerity remained necessary. Even during 
1947 it was impossible to avoid extreme scarcity of goods on the home market. 
In consequence there was a continuous battle against inflationary tendencies, 
the more so because the budget continued to show serious deficits. In view 
of the necessity of large expenditures for reconstruction, subsidies, and interest 
payments on national debt, a more “‘ conservative ” budgetary policy was, for 
the time being, impossible. But from the moment of liberation the Dutch 
Government has maintained a cheap money policy. 

As in Britain, the battle against inflationary tendencies has been supported 
by the existence of a large import surplus. But in the second half of 1947 
the dollar problem became more serious. Foreign credits were gradually 
exhausted, and sales of gold, American securities and dollar balances abroad 
had to be relied upon to a much larger extent than in 1946. According to a 
recently published Governmental ‘‘ Statement on the Foreign Exchange 
Position”’, the situation became so serious that at January 1, 1948, the Dutch 
Central Bank had only 15 millions of dollars available in cash. 

At the beginning of November, 1947, the Government announced that 
continuation in 1948 of the import and reconstruction programme at the 
level of 1947 would cause a deficit of Fls. 2 milliards on the balance of pay- 
ments. Even Marshall aid, eventually becoming available, would be insuffi- 
cient to bridge this gap. Therefore, extraordinary “ stop-gap’ measures 
became inevitable. Dollar allocations for imports, amounting to a corre- 
sponding figure of $180 millions during the first quarter of 1947, were restricted 
to about $100 millions for the first quarter of 1948. In addition, a start was 
made in the requisitioning of dollar securities, while gold from German repara- 
tions (amounting to $40 millions) had to be sold. 

In a radio speech on April 5, 1948, Minister Lieftinck announced that the 
passing of the Marshall Plan into law had prevented a catastrophe. According 
to his statement, the E.R.P. will enable the Netherlands just to maintain their 
1947 standard of living during 1948. 

Summing up the Dutch position, it may be said that the main anxiety 
lies in the dollar problem. For its reconstruction the country continues to 
need ample imports which it cannot pay for from its present resources. In this 
context the most serious hindrances are the paralysis of Germany and the 
mess in Indonesia (now clearing up at last). It is highly questionable whether 
Germany and Indonesia will ever regain their pre-war significance for the 
Dutch balance of payments. In a certain sense, therefore, the Netherlands is 
facing a structural problem. Consequently there is a strong feeling that the 
country must plan for further industrialization. For the time being the 
policy of austerity has to be continued. In the near future one of the first 
tasks will be to ensure that the Marshall dollars are used as efficiently as 
possible—for essential investment, and to balance the budget. If the Nether- 
lands had chosen the Belgian “‘ consumptive” system of recovery, it would 
probably have had the French inflation. 

Belgium’s lead in recovery has necessarily been reflected in the balance of 
payments between the two countries. Before the war Belgium normally had 
an export surplus in trading with the Netherlands. In his last “‘ Statement on 
the Foreign Exchange Position” Minister Lieftinck remarked upon the differ- 
ences of economic structure between the two countries: “In fact, Belgian 
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industrial products and raw materials are essential for the Netherlands. On 
the other hand, Dutch deliveries are largely made up of agricultural products 
which carmot be placed on the Belgian market in such amounts as would be 
desirable to reach equilibrium in the [bilateral] balance of payments ’’. Before 
the war the deficit was usually covered by the Netherlands by earnings of 
currency from third countries. For the time being, of course, this is no longer 
possible, but Belgium has granted successive credits. Nevertheless it was 
inevitable, as Minister Lieftinck said, that the existing credit margins should 
be surpassed frequently. Since the beginning of 1947 the Netherlands has 
transferred to Belgium Fls. 47.5 millions of gold, about Fls. 60 millions of 
sterling and Fls. 45 millions of dollars. 


*k 

The analysis shows clearly that it is impossible to achieve complete economic 
union between Belgium and the Netherlands in the short run. The differences 
of post-war economic structure and policy would offer serious difficulties and 
at present are too wide to be bridged. In contrast to the situation in Belgium, 
the Netherlands for the time being is unable to abolish the system of planning 
and control, either in the physical or the financial sphere. An inevitable 
condition for a gradual realization of the economic union would be an increase 
in Holland’s productivity. Only in this way could the disequilibrium on the 
bilateral balance of payments be eliminated. From this point of view alone, 
the E.R.P. will be especially important. In the long run, as Professor G. 
Brouwers, the Dutch Director General of Prices, has recently pointed out, the 
most serious obstacle to economic union will probably be the relatively high 
level of Belgian wages—an intractable problem for which a solution must 
eventually be found if the union is to be successfully achieved and 
consummated. 

Meanwhile, it would be wrong, however, to say that Benelux—in its widest 
connotation—is still in its experimental stage. The fact is that to a large 
extent the actual and future co-operation of the Benelux nations is based on 
common interests of a more general character. Both Belgium and Holland 
are strongly interested in Western European economic recovery, as their 
speedy reaction to Mr. Marshall’s offer demonstrated. Both Belgium and 
Holland are strongly interested in a multilateral development of world trade, 
as may be seen from their close co-operation in drafting the 1.T.O. charter at 
Geneva. Both Belgium and Holland are experiencing a situation of disequi- 
librium in trade with the dollar area ; hence, for example, they have taken the 
initiative in the Western European compensation scheme which forms a first 
attack on European bilateralism and opens up at least the possibility of a 
more economical use of Western European dollar balances. 

Above all, however, it is significant that both Belgium and the Netherlands 
have come to the conviction that the post-war world must not be allowed to 
perish in disintegration and back-sliding into short-sighted nationalistic 
policies. This is the most important positive result of the war: the conviction 
that peace is possible only if there is sincere international co-operation. This 
conviction is the real foundation of Benelux. The results of this common 
understanding are gradually manifesting themselves. If in the matter of 
economic union Belgium and the Netherlands are perhaps still in the experi- 
mental stage, as a pioneer of Western Union Benelux has already won its spurs. 
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III — Liability for Conversion 
By R. W. Jones 


HE risks examined in the two previous articles in this series were those 
Tassie from dealings with forged instruments. These risks are not so 

productive of loss to a banker, however, as are those encountered by 
him as a result of the common law doctrine of conversion. 

Conversion may be described as the wrongful interference with the property 
of another inconsistent with the latter’s rights as true owner. ‘‘ Any person 
who, however innocently, obtains possession of goods the property of another 
who has been fraudulently deprived of the possession of them and disposes of 
them, whether for his own benefit or that of another person, is guilty of 
conversion ’’. It is immaterial whether the thing converted is handled for 
oneself or merely as an agent ; absence of negligence or intention or knowledge 
are alike ineffectual as defences. The rightful owner has but to evidence his 
title and to prove wrongful possession by the defendant and no demonstration 
of innocence or of the exercise of the utmost care by the latter will ordinarily 
avail him, nor can he protect himself by setting up want of care and prudence 
on the part of the true owner. 

The most frequent occasion on which a banker finds that he has committed 
this civil wrong of conversion is where he collects a cheque for someone whose 
title to the instrument is either lacking or defective. The banker will, of course, 
have acted honestly, he may have exercised every care, he may have acquired 
no interest in the cheque, being simply and solely an agent for collection, but 
he is, nevertheless, guilty of conversion. In the case of a cheque, the damages 
for conversion are its face value. Consequently, the collection of cheques 
one of a banker’s principal functions—would be a potentially costly business 
for him if every time he handled a stolen cheque for a customer he were to 
suffer damages for having converted it. 

It was mentioned in last month’s article that statutory provisions for the 
protection of a banker from common law risks are restricted to those operations 
which the law has put upon him. In conformity with this principle, the law 
has dowered a banker with a measure of immunity from liability when he 
converts a cheque handed to him for collection. The protection thus afforded 
to the collecting banker is contained in the famous S. 82 of the Bills of Exchange 
Act, 1882, which was the successor of S. 12 of the Crossed Cheque Act of 
1876. Before the passing of this latter Act there was no relief from liability 
for conversion where a banker collected a cheque to which his customer was 
not entitled. 

In some uninformed quarters S. 82 is regarded as an irrational and inequit- 
able piece of legislation that unfairly saddles a banker with a heavy respon- 
sibility. In truth, the reverse is the case; the section is a concession, an 
alleviation, because in its absence there would be no answer whatever to a 
claim for damages for conversion in respect of any stolen cheque collected by 
a banker. As was said in the famous Savory case: “ S. 82 is not therefore 
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the imposition of a new burden or duty on the collecting bank, but a concession 
affording him the means of avoiding a liability in conversion to which otherwise 
there would be no defence ”’ 

Two things should be noted about S. 82 ; it does not suggest that a banker 
shall not be guilty of conversion, but that in certain circumstances he shall not 
be liable to the true owner for such conversion. Secondly, its protecting arm 
is not freely and unrestrictedly available in respect of all the collecting activities 
of a banker. The relief given is severely conditioned and the onus is on the 
banker to demonstrate that he has observed all the requirements laid down. 

The section was originally designed for cheques ; protection in respect of 
other types of instruments paid in for collection must in the first instance be 
sought elsewhere. 

S. 82 applies only to crossed cheques ; payment of an open cheque does 
not depend on the medium of another banker and thus there is no protection 
covering the collection of such cheques. But the Bills of Exchange Act, 1882, 
has virtually put upon banks the obligation to collect crossed cheques, and 
consequently the legislature comes to a banker’s aid and clothes him with a 
ee iy of protection in the carrying out of such business. 

S. 82 covers a banker only when acting as a collecting agent and gives him 
no protection when collecting a cheque on his own account, as where he 
exchanges a cheque drawn on another bank for a customer and then proceeds 
to collect it as holder for value. In such a case unless he can qualify as a 
holder in due course and thus acquire such paramount rights as will extinguish 
those of the true owner, he will be deemed to have converted the cheque and 
will have no defence against a claim for damages by the true owner. Moreover, 
the collection must be undertaken for a customer ; otherwise a banker will be 
exposed to liability for conversion if he handles a cheque for a person who has 
stolen or obtained it by false pretences. 

The term “‘ customer”’ is nowhere defined in the Act, but according to 
case law it describes a person who has some sort of account with a banker, 
length of time of such account-holding being immaterial. Moreover, such 
customer must have been vouched for at the time of opening the account by 
means of a reputable introduction or reference. Otherwise the path of a 
wrongdoer who had stolen a cheque would be made easy by the simple expedient 
of opening an account for the express purpose of getting the cheque collected. 

S. 82 is probably the most fought-over battlefield in banking litigation 
and its last requisite that a banker shall act “‘ without negligence ”’ has probably 
provoked more appeals to the Court than any other of its provisions. The 
term “ negligence ”’ has not been reduced to any set terms and it is only by a 
study of conversion cases that it is possible to build up a notion of what the 
Courts will regard as want of care. During the present century there have 
been something over thirty legal decisions in respect of the conversion of 
cheques by collecting bankers (doubtless many claims by true owners of 
converted cheques have been settled out of Court), and the issue in most of 
these cases has centred in the interpretation of the term “ negligence” 
Naturally, different Judges have exhibited varying ideas of what the term 
connotes, and a survey of the decided cases shows periods when the doctrine 
has been interpreted somewhat harshly against bankers, although in recent 
years a more benign and reasonable attitude has been shown by the Courts, 
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founded on a recognition of the exigencies of the practice of banking. 

Negligence has been defined by a Judge as “ the doing of that which a 
reasonable man under all the circumstances of the particular case in which he 
is acting would not do, or the failure to do something which a reasonable man 
under those circumstances would do’”’. (W. Wallbank & Co. Lid. v. West- 
minster Bank Ltd. (1924)). In other words, if a banker shuts his eyes to circum- 
stances attending the tendering of a cheque for collection, which are out of 
the ordinary, if he abstains from making enquiries when they are reasonably 
called for or, having made enquiries, accepts an explanation which would 
appear specious to a reasonable man, then he cannot claim to have acted 
without negligence. 

At times the Courts have seemed to take the view that a collecting banker 
should exercise the role of a detective, with the result that bank cashiers became 
chary of accepting for collection for a customer cheques payable to third 
parties. It cannot be stated too categorically that the protection of S. 82 
can be got for this type of cheque in the absence of untoward circumstances ; 
it is only when there is a clear indication on it that it is destined for a particular 
account (such as the words “Account payee’’) or when there is a known 
fiduciary relationship between payee and customer or drawer and customer 
(such as employer and employee or company and director) that enquiries 
ought to be pursued. 

There are other elements that in the eyes of the Court have fixed a banker 
with negligence. For example, if the transactions on an account assume 
proportiovs that are prima facie inconsistent with the customer’s station in 
life, a banker will abstain from enquiries at his peril. 

On occasion it has been sought to attack the true owner on the grounds of 
contributory negligence, and in this connection it has sometimes been pleaded 
that the continued carelessness of the true owner, resulting in a series of frauds, 
has meant that the banker has been “ lulled to sleep’”’. This plea has received 
short shrift at the hands of the Courts and whilst a banker is under a duty to 
take care of other people’s interests in cheques that pass through his hands, 
there is no corresponding duty on the true owner of a cheque to take care of 
it. This duty on the part of a banker is not a common law one, for he is in 
no contractual relationship with the true owner; it is a statutory duty laid 
upon him by S. 82 as the price of immunity from liability for conversion. 

Another defence that has long since been abandoned was that the exigencies 
of business did not always permit of the employment of cashiers aware of the 
latent risks in collecting cheques payable to parties other than the customer. 
The judicial answer to this plea has been that if bankers hold themselves out 
to conduct banking business they must equip themselves with competent 
personnel. 

A banker collects other types of credit instruments besides cheques; in 
some cases he gets protection from liability for conversion in respect of such 
articles, indirectly from S.82. Thus a crossed banker’s draft is brought 
within the provisions of the crossed cheque sections of the Act by virtue of 
the Bills of Exchange (Amendment) Act, 1932. Then there is what is called 
the conditional form of cheque, increasingly in use to-day, payment of which 
depends on the completion of a form of receipt, thus putting the instrument 
outside the category of cheques. S.17 of the Revenue Act, 1883, helps here, 
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for it applies the crossed cheques section of the Bills of Exchange Act to such 
documents provided they are crossed and bear no evidence of transfer. 

Bills of exchange other than cheques are not provided for in the protective 
scheme of things, for the medium of another banker is not necessary in order 
to obtain payment of domiciled bills. 

So much for the relief from common law liability in respect of the collecting 
function of a banker. He may face risks in respect of conversion, however, 
when acting as payer of his customer’s cheques. If, for example, he pays 
a crossed cheque otherwise than to another banker, he will be accountable to 
the true owner for conversion. If he pays a cheque bearing a forged endorse- 
ment in circumstances where the protection afforded by S. 60 or S. 80 cannot 
avail him, in addition to being liable to the drawer for not having got the 
latter a good discharge, he may find himself involved in a claim for damages 
for conversion at the suit of the true owner. In respect of payment of a 
domiciled bill bearing a forged endorsement in any circumstances whatever, 
a banker faces this dual risk of being unable to debit the acceptor and being 
attacked by the true owner on the score of conversion. 

One final example of conversion risks is found in a banker’s practice in 
accepting a customer’s property for safe custody. If such a lodgment is 
delivered to the wrong person against a forged authority or otherwise, legal 
opinion inclines to the view that the question of negligence does not arise and 
that the bank will be liable to the rightful owner for wrongful conversion. This 
issue does not appear to have gone to trial in the Courts. The case of Langtry 
v. Union Bank of London (1896) was concerned with these precise circum- 
stances of delivery of a customer’s property to an unauthorised person, but 
it was compromised by a payment of an agreed sum on the part of the bank. 


The New Overseas Charges Agreement 


By Service Etranger 


bankers—when it was possible for an English bank to pursue a strikingly 

individual course in its interest and charges policies, and even to challenge 
the veiled compulsion to conform, in its own rate structure, to a movement in 
Bank Rate. Those battling days of sturdy individualism now seem far away. 
A belated echo, not so many years ago, when an Australian bank made a bold 
rate adjustment in opposition to the common action of all its competitors, 
aroused much the same kind of excitement as greets the periodical appearance 
of a horse bus trundling through = xmorton Street. 

There are several reasons why such rebellious individualism peers less and 
less frequently from the windows of the bank board rooms. Dominating 
personalities still arise in the banking world, but their range of action is 
narrowed year by year by the unseen limits set by precedents and by the way 
government through large boards of directors tends to spread power over a 
number of sub-committees. For all that, one can find many men still in harness 
who regret the replacement of former methods by others which they con- 


Tanke was a time—well within the memory of the present generation of 
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temptuously describe as more suited to the Civil Service than to the traditions 
of British banking. 

This sturdy minority was understandably alarmed by the concerted move of 
the clearing banks at the end of 1945, when the rate of interest payable on non- 
residents’ deposit accounts was reduced and firmly fixed at one-half of 1 per 
cent. per annum.* Low rates in the money market, and for the new-fangled 
Treasury deposit receipts, inevitably meant low deposit rates—that was 
reasonable enough; but that the sequent steps should have been formally 
agreed upon constituted a dark omen to men whose spiritual home lay in a past 
which rang with tales of sudden sallies and surprise moves. The plea that this 
or that was done in response to the wishes of the Chancellor of the Exchequer 
did nothing to appease the malcontents ; they had read their banking history, 
they knew what a “ Chancellor’s letter’’ was for in the brave days of old, 
and they despised what they regarded as its mean and interfering descendent. 

This decadence, if such it be, has been hastened by some years of common 
subscription to the dtktat of the Defence (Finance) Regulations. Bankers have 
become used to gathering together in order to agree upon practical methods of 
applying the various orders handed down from on high, and, for good or ill, 
customers have become used to being told that their hitherto highly personal 
relations with their bankers must grow more and more subject, in foreign 
currency matters, to the uniform shaping of Whitehall’s unhidden hand. 
Perhaps this explains why, when the clearing banks at last agreed on a 
schedule of charges, the accounts selected for the new discipline were those of 
non-residents—precisely those accounts whose day-to-day operations have 
been most affected by rules and orders imposed from outside. For eight years 
these customers had been so drilled to conform to pattern that they might 
have become too numbed to notice that the new pattern had been designed i in 
Lombard Street. 

As from April I last,f the clearing banks put into force a long schedule of 
uniform commissions with which, it is understood, the Scotch and Irish banks 
are in formal agreement, and to which the merchant banks and the London 
agencies of overseas banks are said to be favourably disposed. It is impossible 
to say by how much these new charges exceed those hitherto made, for in the 
past there has been a considerable variation in the banks’ fees. But there is 
no doubt that the general effect is to create what is politely termed an “‘ upward 
revision ”’ 

First of all we may consider the charges for services other than those 
involving Stock Exchange securities and valuables, and some comparisons with 
the cartellized charges made by other countries may fittingly be drawn. Clean 
payment orders made in the United ingen direct to persons or concerns 
other than banks will attract a charge of $ per mille up to £5,000 and } f per 





* This reduction marked the first standardization of non-resident deposit allowances in time 
of peace. Before the war, alt hough the so-called London Deposit Rate was standardized, higher 
tates were paid by some banks on deposits from overseas—a practice which was discontinued 
at the outbreak of war in response to a request from the Chancellor of the Exchequer that the 
Maximum allowance on deposits of all kinds should be 1 per cent. There was no such specific 
request in 1945: the uniform charges then made by the banks (which likewise related to all 
deposits, and included also the abolition of allowances on current accounts) resulted from the 
teduction which Mr. Dalton imposed upon the rate for Treasury deposit receipts as the first 
shot in his cheap money offensive. 

+ The new arrangements were briefly recorded, and discussed editorially, in the last issue 
of THE BANKER.—Eb. F 
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Once a year British Industry holds a 
great “‘ At home ”’ to ail its customers and 
friends. This is the famous British Indus- 
tries Fair to which come buyers from all 
parts of the world, seeking a vast variety of 
goods and services. 

The Fair does much to stimulate 
that export trade by which Great Britain 
chiefly lives, and Barclays Bank, with their 
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mille on the excess over £5,000. Collection of inward bills is still undertaken 
free of charge when they are drawn on banks, but bills of other kinds are now 
subject to a charge not exceeding 4 per mille. In Holland clean payments to 
commercial houses are made at a maximum charge of I per mille, those to 
private persons may be charged at a higher rate, while inward collections are 
subject to a higher commission than any mentioned in the English tariff. The 
introduction of a modest charge for making payments within the United 
Kingdom and for collecting inward bills is long overdue and must be judged 
against the background of the fact that the collection of cheques is still under- 
taken franco. 

It is likely that the part of the tariff relating to such operations as these was 
fairly quickly agreed upon, but it must have been more difficult to secure 
uniformity when it came to the pricing of commercial credit services. As most 
documentary credits opened in London result from orders given by overseas 
banks, we may concentrate on that group. Under the new arrangements, 
when a London bank “ advises’ an unconfirmed credit it will charge 4 per 
mille, and this will be the charge also where the confirmation borne by a credit 
is that of the initiating overseas correspondent. In the United States the 
commission is I per mille, with an additional } per cent. per three months 
where a request is made to advise the initiator’s confirmation. In the numerous 
class of credits where the London bank is asked to give its own confirmation, 
the charge rises to 1 per mille for each three months, as compared with } per 
cent. for three months plus 3 per mille flat in New York. Payments against 
documents, charged at 4 per mille, still cost only half the U.S. rate of com- 
mission and are cheaper than in Holland. The charge for amendments (other 
than increases) is new and so looks high at 5s., but it is modest as compared 
with the $2.50 inflicted in America. Acceptances, a class of business which 
once formed an important and interesting section of foreign banking, are 
charged # per cent. per annum, a rate that is unlikely either to deter custom 
or to bring large profits. If the bank abroad arranges for the bills to be dis- 
counted, it is still a very cheap way of getting hold of sterling credit. 

Differences of opinion among the banks were probably at their widest 
on the question of the tariff for the custody and manipulation of securities. 
Before the agreement, the attitude to this branch of work varied widely. 
Some institutions relied for their due remuneration almost entirely upon the 
return brokerage charge on buying and selling orders—that is, for their share, 
as bankers, in the customary Stock Exchange commission ; some made charges 
for collecting coupons, but not for undertaking custody ; while others had 
charged all along the line. The fixing of a custody charge is not a simple 
matter. Should it be based on the market value of the securities, and therefore 
varied from time to time; or upon the nominal value, and therefore be in- 
flexible ; or upon the number of “ pieces” held—or should it be arrived at 
by some combination of these various possible assessments ? The Dutch, long 
accustomed to levy this toll, charge } per mille on the nominal value if a security 
is quoted at par or under, and } per mille of the market value if the quotation 
shows a premium. The new British charge for custody distinguishes between 
registered and bearer securities ; the charge for the former is Is. per certificate 
twice yearly, while the charge for bearer securities is based on the number of 
bonds deposited. If the banks do not fix any maxima for this service, it is 
likely that many overseas customers will get a nasty shock every six months ; 
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but one would imagine that the wind will be tempered to holders of large blocks 
of poor quality securities and that the highly valued customer will also receive 
special consideration— an illogical, but at least a human, process. 

The practice of certain overseas banks of dealing direct with London stock- 
brokers involves their correspondents here in the receipt and delivery of 
securities over the counter, sometimes to a very burdensome extent, and the 
charges now attracted by this service will have the hearty approval of the 
bank officials directly involved. Registered securities so passing will be charged 
in or out at not less than 3s. 6d. per certificate, with a superimposed fee for 
transfer registration, while bearer securities will be dealt with on the basis of 
the number of bonds handled. All this is where the bank is not involved in 
making or receiving payment ; where that added duty arises, the charge shifts 
toa pre commission on the market value of the securities, and may 
prove to be heavy. 

The collection of coupons has usually been subject to a charge in the past, 
but the average was probably a good deal lower than the rate ‘of I per cent. 
now advertised. The increase is justified by the pernickety and worrying work 
involved. Certainly, nobody can reasonably cavil at the fact that the receipt 
of dividends under mandate will in future have to be paid for. Lastly, we may 
notice that banks will at last be suitably rewarded for the constant watch 
they keep for bond drawings—provided, of course, as in all these matters, they 
are acting for overseas customers. 

American banks have always charged handsomely for undertaking securities 
work, and the new British tariff seems to fall short of the one they apply. It is 
difficult to compare the schedule with the one enforced by the Dutch, because 
the latter is generally based on nominal or actual value (usually } per mille of 
these), but the writer is disposed to think that in this category the British 
charges are higher. 

This whole change in British practice derives much of its justification 
from the extra work caused by exchange control regulations—not British 
regulations alon but also those of other countries. Nobody can “ cost” 
this extra worl he there is no mistaking its presence. The schedule ensures 
that hence forth overseas customers will pay for the costs to which their 
activities give rise in the British banking system, which seems a clear justifica- 
tion for the change ; but, if so, it sure ly xtends logically to accounts of persons 
who live within these islands. 

Under present conditions there should be little or no difficulty in securing a 
general observance of the tariff; but, given a relatively modest change in 
interest rates or in the cost structure, the traditions of the London market are 
all in favour of a gradual abandonment of uniformity. There will, in any case, 
be a « ant pressure from a large number of powerful correspondent banks 
abroad, all seeking to break through at some point or other on the plea of 
special circumstances. Moreover, experience has taught many British bankers 
that it is often difficult to stand firm when they know that on some previous 
occasion there was a gentleman’s agreement to which they adhered, but which 
was broken by a competing bank. Whether the formalization now effected will 
suffice remains to be seen; it is to be hoped that it will, for in the past the 
cutting of rates has all too frequently been used as a short-sighted substitute 
for the giving of solid service. 
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INDUSTRIAL WALES: 


A Special Survey 





The Economic Outlook for Wales 
By E. Victor Morgan 


(Professor of Economics, University College, Qwansea) 








clear outline of the new economic structure which is emerging in Wales, 
and it will be a structure very different from that of the past. The last 
census, in 1931, revealed that four out of every five persons employed in the 
South Wales industrial area were men ; only 18 per cent. of the women were 
employed, compared with 34 per cent. for England and Wales as a whole. 
Of the men and boys, 26 per cent., and of the women and girls, g per cent., 
were classed as “‘ out of work’’. Of the men in employment, 34 per cent. 
worked in coal mines (not counting the thousands of miners who were out of 
work) and 12 per cent. in the metal manufacturing industries, while a further 
25 per cent. were employed in commerce and transport largely ancillary to 
these basic industries. Of the women, 39 per cent. were employed in personal 
services and a further 35 per cent. in commerce and public administration. 
The diversity of economic life enjoyed by London and the Midlands, which 
gave a wide choice of jobs both to men and women, was wholly lacking in Wales. 
The Special Area measures of the nineteen thirties did something to change 
this picture, but the major changes have taken place only since 1939. The 
main lines of Government policy for the Development Areas are well known. 
Royal Ordnance factories, storage depots, and other Government-controlled 
space have been let to private firms for use as factories ; new factories have 
been built by the Government for letting to private firms, and all the powers 
of persuasion given to the State by the present system of controls are being 
used to attract firms to these areas. Wales has two Development Areas, a 
large one covering the industrial parts of South Wales and Monmouthshire, 
and a small one around Wrexham. Schemes operating or approved in these 
areas up to the end of June, 1947, are estimated to provide eventually 163,000 
more jobs than were available in 1937, 94,000 for men and 69,000 for 
women.* These developments will alter the whole occupational balance of 
the country. The chronic unemployment of the former depressed areas should 
disappear ; coal will probably employ only about one-sixth instead of over a 
third of the male working population, while metal manufactures may be 
expected to employ about one in ten or twelve instead of one in eight. There 
will be a wide range of new factory trades, discussed in another article in this 
series, which will offer a choice of jobs for a hundred thousand men and a large 
number of women. 
The change in opportunities for women will be even more revolutionary 


Ajax nearly three years of post-war reconstruction we can now see a 


* White Paper, ‘‘ Wales and Monmouthshire ’’’, Cmd. 7267. November, 1947. 
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than for men. Before the war there were very few industrial jobs for women, 
and their major fields of employment were confined to domestic service, 
commerce, public administration, teaching and retail distribution. Women 
traditionally stayed at home to a greater extent than in England, but even so 
the occupations open to them were overcrowded and many, particularly 
domestic servants and teachers, went to work in England. The industrial 
plan for South Wales still envisages the employment of a rather smaller 
proportion of women than in England, but even so the change will be far- 
reaching. Already the number of women in insured occupations is nearly 
twice that of before the war, and the effect is being felt in a shortage of domestic 
servants and shop assistants. 

The new projects are being delayed by shortages of steel, timber and crafts- 
men, but substantial progress has been made already, and the Development 
Areas, in which most of the new projects are situated, have been little affected 
by the cuts in capital expenditure imposed on the rest of the country. According 
to the ““ Monthly Digest of Statistics ’’, 305 new factory buildings were approved 
in Wales from the end of 1944 to the end of 1947 with a total value of over 
£34 millions. Of these, 274 with a value of nearly £31 millions were in the 
Development Areas. The state of these projects at the end of 1947 is sum- 
marized as follows : 


Approved Under Construction Completed 
No. Value ({mn.) No. Value ({mn.) No. Value ({mn.) 
South Wales ics 266 30.7 125 24.3 67 3.2 
Wrexham .. Zs 8 0.2 5 o.1 2 0.02 


Roughly one-quarter of the projects approved have been completed, half are 
under construction, and at the end of last year work had still to be started 
on the remainder. By value, however, projects either complete or under way 
accounted for nine-tenths of the total. 

The White Paper states that ‘‘ Certain parts of Wales have proved so 
attractive that their labour resources, male and female, are likely to be fully 
used. This is true of the Wrexham Development Area, of certain of the port 
towns of South Wales and the eastern parts of Monmouthshire’. No further 
efforts are being made to attract new firms to these areas. In most parts of 
Wales the available female labour is likely to be absorbed by existing projects, 
and the Government is now “ resisting” the entry of new firms requiring 
predominantly female labour. There are still ‘‘ pockets”’ of unemployment 
among men which are inadequately provided for, chiefly in the northern and 
western parts of the South Wales Development Area, and it is upon these 
that effort is now being concentrated. Some of these “ pockets ”’ may present 
a problem, for they are in inaccessible places poorly served by modern trans- 
port. The more accessible coastal regions have proved their attractiveness 
and afford obvious opportunities for development on sound economic lines. 
It seems, therefore, that there is a case for reversing the now general policy 
by allowing the coastal region to expand still further and then dealing with 
isolated ‘‘ pockets’ of unemployment by moving the men to the job rather 
than the job to the men. 

The employment situation is already better than it has been in peacetime 
for many years, with the number of unemployed down to about 40,000, or 
little more than 5 per cent. The unemployed, as already mentioned, are most 
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numerous in the northern and western parts of the industrial area, and many 
of them are unskilled or semi-fit or both. In other directions there are the 
same signs of inflation and its attendant maldistribution of labour as can be 
seen anywhere else in Britain, and there is an acute shortage of several types 
of skilled craftsmen. This shortage is most severe in mining, agriculture and 
some sections of the steel industry. Building craftsmen would be scarce if 
materials were not still scarcer, but at present the volume of building is limited 
chiefly by supplies of steel and timber. Some 3,600 Poles have been settled 
in Wales, chiefly in the industries just mentioned, and the number is expected 
to rise to between five and six thousand. European voluntary workers are 
also being recruited on a considerable scale. 

The coal industry is still, inevitably, one of the major economic problems. 
Recruitment is exceeding wastage, and there has been a specially welcome 
decline in wastage through silicosis, but the insured labour force is still forty 
thousand less than in 1939. Food and consumer goods have been diverted to 
mining districts during the year, and recent tax reliefs should mitigate the 
effect of P.A.Y.E., but incentives to maximum effort are still insufficient. 
There has been some decline in absenteeism and a slight increase in produc- 
tivity, but the good start made by the area in the inter-district competition 
was marred by an outbreak of strikes in the closing weeks. The major diffi- 
culties are clearly the human one of overcoming the distrust, irresponsibility 
and ca’canny inherited from the past, and the technical one of reorganizing 
the structure of the industry. On the technical side the National Coal Board 
has wisely been closing old and inefficient pits and concentrating on those 
where coal is more easily won. The number of pits in operation was reduced 
from 338 in 1945 to 275 in June, 1947, and further closures have taken place 
recently. Long-term developments include the thorough modernization of 
the two pits at Nantgarw, and the erection there of a large coke-oven and 
by-product plant. At a recent meeting in Swansea it was revealed that the 
Board is also planning to sink several new high capacity pits in the anthracite 
area of West Wales. Since the pits now working have a capacity far above 
their present output, this policy clearly implies still further closures. There is 
no doubt that this is the way to make the best use of a small and expensive 
labour force, but the closure of old pits, by forcing men to change their place 
of work, adds difficulty to the human problem. The importance of the human 
problem can be gauged from a reliable estimate which puts the loss of produc- 
tion through ca’canny and restrictive practices at from Io per cent. to 15 per 
cent. Little progress has so far been made, and there has been criticism of 
the Board for lack of imagination and of junior trade union officials for irrespon- 
sibility. There seems to be no sovereign remedy—except a gradual and 
probably slow growth of understanding. 

The steel industry, though handicapped by shortages of manpower, coal 
and scrap, is performing wonders. The greatest immediate difficulty is in 
the tin-plate section. The home market is getting supplies at about the pre-war 
rate, but could take more, while foreign markets are getting only half their 
pre-war quantity and are crying aloud for more. It is a matter of urgency 
that the foreign demand should be met both as a present source of foreign 
currencies and to avoid losing the market for the future. The new hot strip 
mill at Margam and its satellite cold reduction plants will not be in operation 
for several years and, meanwhile, a number of the old pack mills have been 
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re-opened and more could be if millmen were available. But when the new 
plant is complete the old will be redundant, and this knowledge is keeping 
men out of the industry. The Welsh mill crews are being reinforced by Poles, 
but even so it is unlikely that the industry will be able to supply all its potential 
customers until the new strip mill comes into use. 

\n industry facing s more fundamental problems is agriculture, the staple 
occupation of Wales outside the Development Areas. Apart from the setback 
caused by the severe weather last win iter, recent years have been highly 
rosperous. Milk production has increased greatly, and the quality of herds 





pro pt vil Ll “4 
has been improved, while a good deal of land has been brought under the 
plough, largely to grow " feedin s stuffs which are no longer being imported. 
All ‘tits has created more work, and has brought home the seriousness of the 


drift to the towns which ‘thes itens toruin the rural life of Wales. True, agricul- 
tural wages have gone up, but wages and employment opportunities in the 
towns have improved, too. The agricultural worker often live s far from centres 
of modern entertainment; housing conditions are bad, and such modern 
as electricity and piped water are rare; the countryside is ve ery 

1 


which makes the local authorities poor and the cost of 


amenities 
sparse ly populate: 

Thus we have a vicious circle, the countryside 
remains unattractive and the farmer finds increasing difficulty in getting 
workers. As the towns become more prosperous they will exert a still greater 
pull, and the next few years will, therefore, be crucial ones for rural Wales. 
Unless the dweller in remote villages and hamlets can be given material 
standards and social conditions which he finds attractive, it may be necessary 


to abandon the intensive agriculture of the past few years and revert to a 


largely pastoral system 

‘A mi ijor section of We Ish economic life which has been by-passed by the 
present tide of prosperity is the ports. Built principally to hi andle coal and 
steel, they have never done a large general cargo trade, and have always 
exported more than they imported. As a result of local pressure some general 
cargoes have been passed through them recently, though not enough to satisfy 
local opinion. Transport difficulties overland, however, set limits to economical 
expansion along these lines. Improved communications with the Midlands 
would help, but the ports must depend chiefly on their own hinterland, which 









u TU 
means on coal and steel. The revival of these basic exports would not only 
bring back prosperity to those directly interested in the ports, but would also 


help new industries by ensuring a regular flow of shipping which could handle 
] 


their own occasional cargoes when re quire cl. 
Looking at its economic lif as a whok —* is well on the way out of 


al 


the special difficulties which we knew in the j inter-war period. Enough new 
indus try is coming in to provide a reasonal le ariety of employment for th 


vv 


wl hole working population. We have still to keep this industry working to 


capacity, but that is part of the general question of trade cycle control which 
will face the whole country ; we have still to show that it can be made to pay 
in a buyers’ as well as a sellers’ market, but of that those who know the new 
conditions feel confident. The work of filling in the great and obvious gaps 


in the economic life of the | rincipality is pearing completion. It remains to 
carry out a number of minor and often d lic ate adjustme nts so as to maintain 
a balance between various sections and interests, between one area and another, 
between the new industries and the a wd between industry and agriculture. 
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Some Problems of Welsh Industry 
By Sir Frederick Rees 


(Principal, University College, Cardiff) 

NY review of what happened in Wales during 1947 must necessarily be 
A preted by a reminder that Wales is a part of a much larger whole and 

therefore must suffer from the consequences of a disordered world 
economy. But, owing to its tragic experience between the wars, industrial 
Wales is the subjec t of a specific Governmental policy. The impact of economic 
forces is therefore cushioned to some extent by special measures, the object of 
which, briefly summarized, is diversification of the industrial structure in the 
hope of avoiding extensive unemployment in the future. Although this purpose 
may conceivably be attained by establishing an economy so balanced that a 
decline in demand in one direction may be compensated by increased demand 
in another, the problem of achieving such a balance becomes greatly compli- 
cated whe n production of goods for export has to be favoured as against 
production for the home market. And this is exactly the issue which now 
presents itsclf. The immediate contribution which could be made to general 
recovery would be an expansion of the export trade. So far as industrial Wales 
is concerned, this takes us back to the basic industries—coal, iron and steel and 
tin-plate—concentration upon which made the economic structure so vulnerable 
in the past. 

The events of the spring of 1947, and all that has happened since, have 
served to emphasize the fact that the most important single contribution 
which could be made to the maintenance of industrial production at home and 
to the export drive would be an increased output of coal. 1947 will be remem- 
bered as the year in which the coal industry was nationalized. What the results 
will be, it is too early to enquire. It is generally agreed, however, that scientific 
research must be vigorously prosecuted, that the possibilities of mechanization 
must be fully explored and that conditions in the industry must be made more 
attractive. When every device has been employed to abridge human labour— 
and not all devices are suited to the special conditions of the South Wales coal- 
field—it is still true that output depends on the recruitment and training of 
young men in greater numbers than at present. The war reduced the numbers 
engaged in the Welsh coal industry to about 100,000, and since the war it has 
proved difficult to find sufficient recruits to balance the annual wastage. The 
numbers now employed in coal-mining are well under 20 per cent. of the 
employed population ; or, to take all the heavy industries, they now account 
for about 33 per cent. of the employed population, compared with 40 per cent. 
before the war. The last months of the year gave some grounds for believing 
that coal output is improving. There is a distinct promise that there will be 
increasing quantities available for export and that would mean, not only 
more local activity—at the docks, for instance—but a strengthening of Britain’s 
bargaining power in purchasing necessary food and other supplies from abroad. 

The production of crude steel was fully maintained in 1947, but the pro- 
portion used in the tin-plate mills did not reach pre-war level. The problem of 
bringing the mills back into production after the war has been complicated by 
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shortages in man-power and fuel. As a consequence, the amount of tin- 
plate available for export is limited. When the new plant at Margam is com- 
pleted the production of crude steel in Wales should reach new high levels and 
material will be available greatly to increase the output of the steel-sheet and 
tin-plate industries. 

In the present circumstances it is inevitable that we should consider 
industries from the point of view of what they can contribute directly or 
indirectly to the expansion of the export trade. The basic industries of Wales 
can obviously make important contributions, and every indication of their 
increasing output is to be welcomed. But everyone interested in the social 
and economic problems of Wales has for years been agitating for the establish- 
ment of new industries, and the agitation has met with a greater measure of 
success than is perhaps generally realized. The number of new industries 
within the development area and outside it is impressive. The list is so long 
that no attempt can be made at enumeration here, and there is so much variety 
that broad classification is impossible. The great range of products now made 
in Wales was revealed by the two exhibitions of Welsh industries organized 
in London last year by the National Industrial Development Council and the 
Wales and Monmouthshire Industries Association. New factory employment 
has already been found for well over 70,000 workers and schemes in hand should 
raise this to over 140,000 in due course; in fact, in some districts there are 
indications of labour shortage. How far these industries cater for the foreign 
market cannot be easily ascertained ; some are clearly more likely to do so 
than others, and those which contribute a significant amount either in volume 
or value can expect during the period of scarcity to be specially favoured in 
allocations of equipment and material. The full realization of present projects 
will therefore depend in the immediate future upon Government policy with 
regard to exports and upon cuts in capital expenditure which may delay the 
completion of factories not yet in production. 

But Wales can also make an indirect contribution to the solution of the 
external problem—by production at home, which will lessen the dependence 
on imports. Here agriculture can play an important part. The acreage under 
tillage in Wales has fallen since the war. This was inevitable. The greater 
part of the country is not suited for the cultivation of food crops, but animal 
feeding stuffs can be produced, and they are of the greatest value because they 
would otherwise have to be imported. But grass, wher all is said, is the most 
important crop in Wales and its improved cultivation is of first importance. 
The cattle population has been well maintained in numbers and improved in 
quality. In the three counties of West Wales 53 per cent. is in attested herds. 
Unfortunately, the severe weather of last spring caused the loss of great 
numbers of hill sheep and it will take years to restore the position. We cannot 
close our eyes to the fact that the Welsh countryside is sparsely populated. 
There is a lack of labour and it will be accentuated when the 8,ooc German 
prisoners of war are repatriated. In agriculture the recruitment of young 
workers is quite inadequate and the problem of making life on the land attrac- 
tive to them demands the closest attention. 

It will be noticed that the recurrent theme in this survey is that of shortage 
or impending shortage of labour—although the figures of unemployment in 
Wales remain stubbornly at between 50,000 and 60,000. The crude figures 











are 
ign 


the 


the 
nce 
der 
ater 
mal 
hey 
10st 
ice. 
1 in 
rds. 
reat 
not 
ted. 
man 
ung 
Tac- 


tage 
t in 


ures 





SOME PROBLEMS OF WELSH INDUSTRY | 121 


need a good deal of analysis. They represent a higher percentage than in other 
regions, but the conditions are different in many respects. Among the men, 
there is a larger proportion in the higher age levels or unfit for work through 
disability. The war led to a much greater increase in the employment of women 
in Wales than in the country as a whole. There has been, therefore, a greater 
contraction. In 1945 women made up about a third of the employed population 
in Wales, some 25,000 being employed in manufacture of explosives. These 
have not all been absorbed in other occupations and many of them are married 
and immobile. The total number of wholly unemployed women is about 
15,000. The situation, taken as a whole, is not alarming. What is called 
“full employment ” will always leave a certain residue of insured persons 
unemployed. Labour shortage has been mentioned in coal-mining, tin-plate 
and agriculture. A similar position was revealed earlier in the year by the 
report on the slate industry. Here the labour force has so contracted that 
expansion is impossible, despite the great demand for slates in blitzed areas 
and for new buildings. The slate industry is the most exclusively Welsh 
industry, and Wales produces a large proportion of the slates used in Great 
Britain. In the inter-war years Welsh slates constituted from three-quarters 
to four-fifths of the country’s total output and a still higher proportion of its 
value. Recruitment is peculiarly difficult and there is a serious lack of skilled 
men, particularly of rockmen. 

The population of Wales is estimated to have passed the 2} millions figure by 
the middle of 1947, increases being shown in all counties and county boroughs. 
There is still a balance of migration outwards, but it is not of serious propor- 
tions. The total figures, however, disguise two important facts—the present 
general increase in the birth rate and the numbers getting beyond working age. 
When allowances are made for these, there is probably little or no change in 
the number available for work. 

The requirements of the light industries raise problems new in their extent 
and variety. A greater proportion of the young workers will need special 
technical training. It has often been pointed out that our educational system 
has been fashioned against a background of heavy industries with their 
attendant commercial demands, and consequently technical training has been 
neglected. The abler boys have tended to be attracted to the more academic 
pursuits. Of the 40,000 boys in the three types of secondary schools in Wales 
and Monmouthshire in January, 1946, 25,000 were in grammar schools, 12,000 
in modern schools and 3,000 in technical schools. This was probably inevitable 
in the existing circumstances. Evidence submitted to the Percy Committee 
on Higher Technological Education drove it to the conclusion that the position 
of Great Britain as a leading industrial nation was endangered by a failure to 
secure the fullest possible application of science to industry, and that was at 
least partly due to deficiencies in our educational provision. The Committee 
was convinced that the annual intake of men trained in the universities and 
technical colleges was not sufficient either in quantity or quality. The greatest 
lack seemed to be in the supply of scientists and technologists able to organize 
and apply the results of research to development. To augment the supply it 
was suggested that there should be co-operation between educationists and 
industrialists to counteract the drift of the best output of the schools into non- 
industrial occupations. 
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Steps have been taken in Wales to carry out the recommendations of the 
Percy Report. Fortunately, an Advisory Council for Technical Education in 
South Wales and Monmouthshire was established in 1935 and valuable pre- 
liminary work has already been done. In our region there are two university 
colleges, Cardiff and Swansea, with applied science departments, and five major 
technical colleges—at Cardifi, Crumlin, Newport, Treforest pad Swansea. A 
Welsh Academic Board of Technology has now been established and we have 
secured the active co-operation of all parties, the colleges, local authorities and 
industrialists in working out schemes for the better integration of existing 
facilities and their future extension. There is a growing evidence of an in- 
creased interest in the problems of technology and education. 

In conclusion, it is worth while drawing attention to the recently published 
recommendations of the Working Party on Educational Administration in 
Wales. These suggest that a Welsh Joint Education Committee should 
co-ordinate the provision for technical education in the whole of Wales, and 
that a Standing Committee for Technical Education, representative of the 
local education authorities, industry, commerce and agriculture, and of the 
major technical colleges and institutes, should be set up. The Working Party 
were also impressed with the partic ularly urgent need in Wales for an efficient 
scheme of vocational guidance. The recent industrial history of Wales ”’ 
they assert, ‘‘ has borne this upon us, and at the beginning of a new economic 
period we realize the unique opportunity that faces us in this field ”’ 


Gains and Losses from the Export Drive 
By John Pares 


(Joint Secretary, Industrial Association of Wales and Monmouthshire) 


OR Welsh industry, two salient facts emerge from the Government’s 
Economic Survey for 1948. One is that the Principality’s basic industries, 
coal, steel and tin-plate, remain in the forefront of the nation’s battle for 
economic survival. The second is that until this heavy brigade is yielding 
output sufficient to meet in full the desperate needs of export markets and 
home priorities, there is bound to be a slowing up in the introduction of the 
lighter types of industries which have been coming into Wales during the past 
twelve years. Both influences have been plainly seen in Wales in the past 
year—in the drive for more coal and more steel, and in the shortages of labour 
and materials which increasingly trouble some of the light industries. 
Output figures in the coalfields have shown a steady increase, while there 
has rece ~~ been a heartening improvement in production per man-hour. 
Exp¢ f Welsh coal and anthracite were resumed at the turn of the year 
with ch eter to continental customers, and these were followe d, after a short 
interval, by cargoes to South America. True, these initial shipments are of 
modest proportions, but they have set . e bana ball rolling. There is no 
doubt that Welsh miners could make a stantial contribution to this year’s 
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drive for foreign exchange. Whether they will actually do so will largely 
depend upon. the av ailability of steel for the manufacture of new mining 
equipment, for the building of railway trucks, and ships for transporting the 
coal harvest as fast as it leaves the pits. For the immediate future, indeed, 
it is upon steel that all hopes and plans for Welsh industry are founded. As 
the Economic Survey says: “It is, as far as can be seen, impossible to find 
enough steel to provide simultaneously for the full attainment of our export 
targets, for agricultural expansion, for the needs of the mines, for expanded 
oil production and refining, for an absolute minimum of new factory construc- 
tion and new industrial equipment ’ 

In every one of these major industries and purposes for which steel is 
needed, Wales holds a substantial stake. For the present, of course, the 
largest steel demand of all comes from the huge construction programme for 
new steel capacity for the Steel Company of Wales. But development in 
other industries is making important demands. The National Oil Refineries 
—subsidiary of the Anglo-Iranian Co., Ltd., at Llandarcy, near Swansea 
have embarked upon a programme of extensions at a cost of about {9 millions 
spread over the next few years. This is designed to increase annual production 
of refined petroleum from 360,000 tons to I ‘million tons, with a diversification 
and expansion of output of by-products at present imported from dollar areas. 
Storage capacity and facilities for tankers for this project will require large 
and early deliveries of quantities of steel. A few miles further east, at Neath, 
the Metal Box Company is spending nearly {1 million on additional factory 
space to double the output of tin-plate containers for distribution of food and 
other essential commodities. The present plant is consuming 50,000 tons of 
tin-plate a year and it is to the Welsh steel and tin-plate centres that the box 
manufacturers will look for their new supplies of processing materials. 

These major examples of development schemes now under way in Wales 
can be bracketed with a number of projects in various localities, all of which 
equally depend on steel for building and machinery. The list includes big new 
electricity generating stations at Carmarthen Bay and Fifoots Point, Mon- 
mouthshire ; extensions to wagon-building and repairing shops at the Cam- 
brian Wagon Works in Cardiff ; a new factory on a 60-acre site near Barry, 
Glamorgan, where synthetic resins, adhesives, and moulding compounds will 
be manufactured by a subsidiary of the Distillers Company ; and conversion 
of premises at Port Tennant, Swansea, by the Aluminium Wire and Cable 
Co., to establish there one of the country’s largest producing units of aluminium 
wire and cable. 

By the magnitude of their operations and the importance of their products 
for export trade and vital home industries, firms of this character must, of 
course, be allotted a front place in the queue for raw materials. The field of 
Welsh activity in which there is most cause for disquiet is that in which many 
comparatively young businesses are specializing in the light and medium types 
of manufacture. The majority of these firms have come to Wales during the 
last few years with Government encouragement and Treasury support in the 
form of advantageous terms for their rented factory space. They have invested 
a lot of money in plant and equipment, providing skilled employment for scores 
of thousands of men and women, besides bringing Wales into the world picture 
as a production centre for consumer and capital goods. In some cases, moreover, 
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where they produce such essentials as machine tools, electrical equipment and 
industrial chemicals, there are obvious advantages from their location close 
to the heavy industries ; the benefits accrue to both groups of industry. 

In other cases, however, since the allocation of raw materials is dictated 
mainly by export performance, these newer industries are facing severe diffi- 
culties. The early stages of their life in the Development Area were inter- 
rupted by the war and the consequent switching of capacity to the production 
of armaments and components. Since the war they have been hampered by 
scarcity of raw materials. It is fair to say that the light industries have not 
yet had reasonable time or facilities for building up to the desired level of 
export performance. 

Redundancy notices, which have been disturbingly frequent in the first 
quarter of 1948, are unpleasant reminders of the black years in Wales from 
1923 onwards. After all the effort and achievements of employers, workers, 
local authorities and Government departments to create so promising a “ new 
look ’’ for Wales, it would be a tragic disappointment if these conditions were 
to recur. It is readily understandable, therefore, that the Industrial Associa- 
tion of Wales and Monmouthshire is applying its powers with great energy to 
the question of raw materials for all firms known to be gravely affected. 
Representatives of the Association from North and South Wales, after a meeting 
with the Minister of Supply and the Parliamentary Secretary to the Board of 
Trade a few weeks ago, were able to report that although the granting of more 
raw materials could not immediately be looked for, the delegation was satisfied 
that the urgency of this problem in Wales had been effectively registered. The 
Industrial Association will continue to work with Board of Trade officials both 
in the regions and at headquarters, and with the Welsh Parliamentary Party, 
to keep the Government supplied with facts and figures to help it to assess 
Welsh industrial needs in relation to those of the rest of the country. 

Government policy in relation to diversification of industry in the Princi- 
pality is best described by quoting from the Government Report on Wales 
aud Monmouthshire published last summer (Cmd. 7367) : 

“In association with other Departments, the Welsh office of the Board of 
Trade have prepared careful estimates, which are constantly reviewed, of the 
probable volume of labour seeking employment in each district, and these 
estimates play an important part in deciding the areas to which the attention 
of visiting industrialists shall be invited. Certain parts of Wales have proved 
so attractive that their labour resources, male and female, are likely to be 
fully used. This is true of the Wrexham Development Areas, certain port 
towns of South Wales, and the eastern portion of Monmouthshire. No further 
attempt is being made for the present to induce new industries to settle in 
these areas, and the effort is now directed to other places where a need for 
new employment still exists. Further, it is recognized that the time has come 
to resist the introduction of more firms requiring predominantly female labour. 
The problem is now to provide for a number of relatively small pockets of male 
unemployment, and it is upon these areas that activities aimed at attracting 
new industry are now mainly concentrated.” 

Referring to North Wales outside the Development Area of Wrexham, the 
report says that “‘ The Board of Trade would continue to assist by drawing the 
attention of industrialists, where the circumstances are appropriate, to the 
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possibilities of these areas. The limiting factor in most cases has proved to 
be the lack of suitable buildings, and the difficulty of building industrial 
premises. Here it is appropriate to note that the 1948 President of the Indus- 
trial Association of Wales is Mr. W. Clayton Russon, M.B.E., who not only 
has extensive personal interests in North Wales, but has taken a leading part 
in the drive for industrial development in the area, which formerly was 
restricted almost entirely to agriculture and seasonal holiday trades.” 

The variety of industries operating in North Wales may be indicated by 
the following examples of specialized manufactures of products now firmly 
established in home and overseas markets. In the Borough of Caernarvon, 
Dow-Mac Ltd. manufactures ‘‘Airey ” houses and other cement products and 
has an adjacent works at Port Dinorwic producing a wide range of power craft 
in metal. In the same Borough, premises once used for war production were 
taken over and converted by James Kay (Glasgow) Ltd. for production of 
electrical equipment and fancy goods. International Refrigeration Ltd. has a 
large machine tool factory at Llandudno Junction. In Flintshire, too, Standard 
(Buckley) Ltd. manufactures stoneware pipes and fittings and electric con- 
duits ; an associated company—The Wrexham Brick and Tile Co.—specializes 
in “ Redware’’ for housing, air bricks, ridge tiles, coping and flue linings ; 
the Statimeter Co. at Rhydymwyn employs locally-trained technicians in the 
manufacture of unique instruments used, inter alia, for the testing of jet 
propulsion engines: the company is filling orders from the United States, 
Sweden, France and Dominions. Daimler’s war-time factory at Bangor now 
produces for British Electric Meters Ltd. 

Other industrial interests in North Wales are No-Nail Boxes Ltd., of Saltney 
near Chester, making nail-less containers in fibre, and plywood fitments for 
the electrical trade ; Saunders Engineering Ltd. (branch of Saunders Roe), 
Beaumaris, producing coach and bus bodies; Technical Diamonds Ltd., at 
Bangor ; Fanthorne Ltd., making abrasives and scouring powers at Connah’s 
Quay ; Elephant Chemical Company, Barmouth ; Rustproof Metal Window 
Co., at Saltney. A company recently established on a larger scale in North 
Wales is Rubery Owen & Co., Ltd., now occupying the White-gates Factory at 
Wrexham. There is particular interest for the Principality in this development, 
for the company, though developed in the Midlands, originated in Wrexham 
many years ago; the two sons of the founder, now returned to Wales, are 
manufacturing bolts and nuts, office and works furniture, steel equipment for 
stores and warehouses, safes, fireproof cupboards, lockers, etc. One of their 
subsidiaries is Rogers and Jackson Ltd., Builders’ and Engineers’ Merchants, 
at Wrexham. At Greenfield, near Holywell, there is a big Courtauld factory, 
and in Holywell itself there are the Holywell Textile Mills. 

All these diverse interests testify to the skill and adaptability of North 
Wales’ workers in widely divergent kinds of production. Given adequate 
supplies of raw materials, tools and machinery, these industries are capable of 
great expansion in the next few years of vital production effort. 
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International Banking Review: 


Argentina 






in Argentina of a 400 million pesos Spanish Government loan and extended 

revolving credit facilities to Spain to a value of 350 million pesos for 
financing purchases of Argentine produce, has been modified and extended. 
The main effect of the new arrangement appears to be to provide Spain with 
further credit facilities for the purchase of Argentine goods, these funds to be 
made available in annual quotas up to 1951. 

A trade and financial agreement has also been concluded with the Nether- 
lands. Argentina agrees to sell considerable quantities of food and raw 
materials in return for N.E.I. rubber and tin and certain Netherlands’ products. 
All payments between Argentina and the Dutch monetary area will be exclu- 
sively in florins and the balance of the current account of the Netherlands 
Bank with the Central Bank of Argentina will be allowed to reach a limit 
equivalent to 110 million pesos without cover being demanded. In addition, 
Argentina will grant a credit of 125 million pesos for financing Argentine 
exports under the agreement. The credit, which is non-revolving, will be for 
five years. Interest is payable both on the credit and on current account 


balances at 2}? per cent. per annum. 
Contracts are to be concluded for the construction of ships for Argentina 


in Netherlands’ yards. 


Tins Hispano-Argentine Agreement of 1946, which permitted the flotation 



















Australia 


The Commonwealth Prime Minister has issued a warning against the use of 
Australia as a refuge for ‘‘ hot ” money, stating that such money, once trans- 
ferred, could not be withdrawn without official permission. Mr. Chifley said 
that the Government welcomed the inflow of overseas capital provided it was 
utilized for productive purposes, but did not look favourably upon capital 


transfers to Australia for purposes of safety. 









Austria 


The application made by Austria for membership of the International 
Monetary Fund and the International Bank for Reconstruction and Develop- 
ment has been accepted by these institutions. 


Brazil 


A new decree has been published exempting the following from import 
licencing : cement, pharmaceutical products, essential foodstuffs, Government 
imports, commercial samples of small value not requiring exchange cover and 
articles for the use of diplomatic missions. Priority for import licences will 
henceforth be as prescribed in Instruction No. 25, the broad efiect of which 
is to place essential articles and those of national importance in the first 
category for the distribution of all available exchange and to relegate all other 
The intervening categories cover remittances for 
















imports to category 4. 
interest and dividends, royalties, etc. 


. ‘ 
Capltat transiers, U 
I 
















* Oth irrent internation: inking news ts discussed in “‘A Banker’s Diary ”’, on pages 69-74. 
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Canada 


The temporary arrangement with the United Kingdom whereby during 
the first three months of 1948, up to $15 millions per month of the sterling 
area deficit with the Dominion was payable from the 1946 credit was extended 
to April 14, but thereafter drawings on the credit were entirely suspended 
and Britain became obliged to cover the deficit wholly in U.S. dollars. It 
is hoped, however, that arrangements will be made for a substantial 
part of British food purchases from the Dominion to be covered from the 
proceeds of Marshall aid. The unspent balance of the original Canadian 
credit of £312 millions is approximately {60 millions. 

Owing to the increased U.S. dollar payments by Britain since January 1 
last, to the import restrictions imposed by the Dominion mainly against 
American goods last November, aud to the U.S. Export-Import Bank credit, 
the drain on the Dominion’s U.S. dollar reserves has been stemmed. At the 
end of March, reserves were officially stated to be slightly above the low point 
of $528 millions reached towards the close of 1947. 

Amendments have been made to the Export and Import Permits Act to 
clear the way for Canadian participation in the Marshall aid programme. 

Chile 

The World Bank has approved two loans to Chile of a total value of U.S. 
$16 millions. The larger (for U.S. $13} millions) is for hydro-electric develop- 
ment and the smaller for purchase of agricultural machinery. The Bank’s 
decision follows closely upon the resumption by Chile of payments on overseas 
debt. 

The President of the International Bank has visited the country to confer 
with officials of the Central Bank of Chile and of the Chilean Development 


Corporation regarding Chilean requests for further credits to a total of $24 
millions. 


China 


The State Council has authorized the Central Bank of China to issue short- 
term Treasury notes in the hope of mopping-up idle funds ir the country. 
Measures for the issue of shares in Government-owned assets, estimated to be 
worth U.S. $400 millions, have also been approved. The new Treasury notes 
carry interest at 5 per cent. and are redeemable in periods varying up to three 
months. The State-owned assets, shares in which are to be issued to the public, 
include the China Merchants Steam Navigation Co., the China Textile Indus- 
tries and the National Resources Commission. The shares will be sold exclu- 
sively to private individuals and business corporations. 


Czechoslovakia 


General agreement has been reached with Poland on a plan for a trans- 
formation of the two countries into a single economic unit focused upon the 
Silesian coal and steel industries. The scheme will entail the construction of 
jointly-owned factories on the territories of both countries, exchange of man- 
power and technicians. Implementation of the plan, it is contended, will be 
facilitated by the rapid nationalization, made possible by the change of Govern- 
ment ‘in Czechoslovakia, of all large-scale commercial and manufacturing 
enterprises in that country. 
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France 


In accordance with the new Franco-Swiss monetary agreement, the Swiss 
franc is now quoted on the free foreign exchange market in France. Initial 
quotations were around Frs. 76, or some 11 per cent. below the black market 
price. The new agreement stipulates that the rate of exchange for French 
imports from and exports to Switzerland will be the mean of the official and 
the free market rates. 

The seventh session of the Anglo-French Economic Committee ended in 
an agreement providing for a considerable expansion in French exports to 
Britain in 1948 and for the postponement of the increase in French imports 
from the United Kingdom provided for by the agreement of December last. 
It is hoped that these decisions will restore a balance in French payments 
with the sterling area. The question of a British credit to France to cover 
the French deficit with the sterling area after the exhaustion, now imminent, 
of French sterling reserves, was therefore left in abeyance. 

A credit of {1 million has been arranged for the Société Métallurgique de 
Normandie by Hambros Bank and Lazard Bros., to enable the company to 
buy plant in Great Britain for the re-equipment and reconstruction of its 
works at Mondeville. The credit is to be repaid from the proceeds of shipments 
to Britain of steel and other metallurgical products. 

France has used up the whole of the $250 millions loan advanced by the 


World Bank on May g last. 






























Germany 


A first step in currency reform has been taken with the establishment for 
the Anglo-American zones of a conversion rate of 30 U.S. cents, or Is. 6d., per 
reichsmark for the payment of exports and imports in marks. Hitherto, 
exports and imports arranged through the Joint Export-Import Agency have 
been converted into reichsmarks through a complicated scheme involving a 
different rate for each transaction. It is emphasized that the new rate has 
been fixed only for the purpose of internal pricing of bizonal exports and 
imports. The foreign exchange selling price of exports from the Western 
zones will continue to be based on current world prices and not on local prices 
converted into overseas prices at the fixed rate. 
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The Soviet authorities in Germany are engaged in detailed planning for 
a separate reform of the currency in the Russian zone. 




































> 
l The British authorities have announced that reichsmark holdings of 
t residents of United Nations and neutral countries in the Anglo-American zones 
h will be released if owners of concerns affected are able to undertake essential 
d reconstruction and rehabilitation. Licences will be granted only if the proposed 
investment is devoted to the reconstruction of existing property or to the 
n replacement of property destroyed since 1939. Certain other conditions must 
0 also be fulfilled. 
'S 
t. Hungary 
is The talks with the United Kingdom to settle the question of payments to 
nd Britain during 1948 in respect of pre-war Hungarian debts ended in an agree- 
t, ment upon the treatment of the short-term debt. The Hungarian Government 
is to put at the disposal of the short-term creditors £100,000 out of current 
Je export proceeds ; a second £100,000 may be transferred by means of so-called 
to “ additional exports ’’, and another £100,000 will be provided by drawing on 
ts Hungarian assets seized by the United Kingdom under the Peace Treaty. 
ts Negotiations with the British long-term creditors will take place towards the 
end of the year. 
he 
Netherlands 
The Government has announced the issue of two new loans to a total value 
of Fls. 1,500 millions to be used partly for the conversion of Fls. 1,200 millions 
for of 34 per cent. State Loan, 1938, falling due for redemption on June 1 and 
per partly for funding floating debt. The first loan is a 14-16 years’ loan offered 
to, at par ; holders of the maturing 3} per cent. loan will be deemed to have 
ave subscribed to this issue unless they dissent by May 3. Bonds of this loan 
De taken up by conversion will be accepted in payment of the two capital levies. 
has The second loan is a 3} per cent. 50-year loan at 100}. Holders of the maturing 
and 1938 issue have preferential subscription rights, but bonds of this issue will 
oo not be accepted for levy payments. 
i 


The Netherlands Finance Minister has estimated that, without making 
provision for Marshall aid, the adverse trade balance in 1948 will amount to 
Fis. 1,506 millions and the adverse payments balance to Fls. g11 millions. 
The Government plans to meet Fls. 100 millions of the dollar deficit in 1948 
by the proceeds of voluntary liquidation of dollar securities, and a further 
Fls. 106 millions by sales of gold. 

Arrangements are being made for the establishment of a company for 
industrial financing. Capital is to be Fls. 15 millions of which Fls. 12} millions 
will be issued. The major banks are expected to contribute Fls. 3 millions 
and the life assurance companies Fls. 5 millions, while the balance will be 
provided by the Dutch Recovery Bank. 


Netherlands Indies 


Dutch credits of Fls. 850 millions to the Netherlands Indies are being 
arranged. The funds will be raised by the issue of Treasury paper. An official 
memorandum states that, assuming stable political conditions are restored, 
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the N.E.I. would be able to secure a favourable trade balance in three years 
providing Dutch credits for rehabilitation are supplemented by foreign credits. 






The Governor-General of the N.E.I. has set up a committee of twelve to 
make proposals about estate ownership in the territories. The intention of 
the Government to liquidate private ownership of estates in Java has been 







announced. 

All restrictions upon the disposal of frozen pre-war and post-war bank 
balances have been abolished. Limitations on transfers of money from one 
bank to another and on drawings on bank accounts are therefore withdrawn 







subject to compliance with existing foreign exchange regulations. 









South Africa 


Further important steps have been taken to check the flow of “‘ hot” 
money into the Union. Following the imposition, towards the end of March, 
of restrictions on “ resident ’’ exchange transfers—broadly limiting the con- 
version of sterling into South African pounds to current transactions and 
to capital transfers for the purpose of purchases of South African securities or 
genuine capital outlay in the Union—the British authorities announced early 
in April restrictions upon non-resident transfers. Applications to sell securities 
in London on behalf of non-residents of the sterling area for the purpose of 


he proceeds in South African securities are no longer granted 










reinvesting the 


> 






sat y ntan le, 
automatically. 





The South African authorities have also asked the Bank of England to 
ensure that purchases of foreign exchange for imports into the Union are not 
permitted unless they have been sanctioned by the Union authorities. 
Meanwhile, it is believed in some circles that the anxiety of the South 
African authorities to check the inflow of capital from Britain is partly due to 
the steep fall in the South African Reserve Bank’s ratio of gold to notes and 
deposits. Since the transfer of the £80 millions of gold to Britain under the 
loan agreement, the ratio has dropped from over 70 per cent. to under 40 per 
cent. If sterling balances, and therefore bankers’ deposits at the central bank, 
continue to rise, the legal minimum of 30 per cent. may be threatened. 
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Banking, Statistics 





National Savings 
(£ millions) 








Ordinary Revenue and Expenditure 





Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net)i} Small (net) (net) (net)f{ Small 
45-5 18.5 71.9 135.9 1047 Jan. .. 8.7 10.6 14.4 33-7 
34-9 18.9 69.6 123.4 Feb. 5.6 4:9 t§-% 2E% 
Mar. .. 25-4 sh = 2.6 27.9 
2 ‘ 108.7 72. § ‘ 
Ss ee ley. Bee April.. 27.7 2.4- 0.5 29.6 
—— oe ee Eee May 13.6- 1.5- 8.7 3-4 
12.2 30.3 O.7 42.1 “ 
oi 7 : June .. 1.0 4.6 — 10.4 — 16.0 
39.2 67.2 79.4 202.5 iv a ~ 15.6 
uly .. r.% : ioe .0 15.6 
Aus ad) “ieee 
13.2 62.0 120.7 195.9 Aug. es 1.9 ».d 2.3 a 
1.0 95.9 36.2 133-1 — “1 ee Sos a +; 
. a . ped Oct. .. —- 0.4 — 6.2 8. Fs 
— 1.2 13-4 35-6 47.8 Now a ah ty 
10.8 17.9 11.8 40.5 RuOV.. «« 0.9 —- 96.9 12.9 It.o 
DOE. + 9.9 -10.I —- 4.1 — 4.3 
39-7 20.4 27-0 8987.1 ro48 I : 3 
94: am. «. 14.9 —- 7-< . °5 
40.3 - Wes 19.6 17.0 } — 4-9 / 34-4 41.5 
. : ’ FOO .. o.2 10.6 14.3 12.9 
2.7 -— 19.8 2.9 — 14.2 M ia : S 
4 Mar. .. 5-3 - “5 5. Oo. 
16.4 —- 25.1 17.2 8.5 er nen 5+3 2 ied 3 
t{Including Release Benefit Accounts from 
29.4 29-9 54-9 54-1 July, 1945. 





Ord. | By Ord. Ord. 
Rev. Deficit Quarters : Exp. Rev. Deficit 
fm. ém. #m. £m. 
372.6 1944 IV .. 1502.0 654.3 847-7 
es 1945 I 1609.8 1240.7 362.9 
seal aa Ri 4. 2306.3 611.0 695.3 
1049.2 REE. os BGG. 750.5 693.2 
1408.9 IV .. 2386.2 607.8 718.4 
5048.2 1946 I .. 1337.4 1253-5 83.9 
2 iM... 902.0 629.0 273.0 
2019:9 2003-3 Lil .. 988:3 712.1 206.2 
3035.5 2749.9 TV... 862.2 738.6 122.5 
3238.1 2819.7 1947 . 4s 8238 1261.5 2.6§ 
3284.5 2190.3 LL «s 680.8 840.1 220.3§ 
: ‘ At... 8e8.3 807.5 0.7 
3341.2 509.1 i 736.1 761.5 25 4§ 
3544.9 657.-3$ 1948 I .. 1023.0 1435.8 412. 8§ 
* Allowing for loan expenditure. § Surplus. 
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Monthly* : 
1945 Aug. 
Dec. 












25 
31 


1946 March 30 


s June 30 
2 Sept. 30 
sk Dec. 31 
- 1947 Feb. 22 
is March 31 
a 5 April 26 
y May 31 
~ June 30 
july 26 
Aug. 30 
Sept. 30 
Oct. 25 
Nov. 29 
Dec. 31 
1948 Jan. 31 

Feb. 28 .. 

March 31 .. 









































+ Date of first classification in new post 
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TOTALS | 
* Including all members of British Bankers 
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Raised Redeemed 
107.0 132.5 
125.0 138.5 
115.0 I15.5 
~- 0.5 
40.0 = 
25.0 oo 
20.0 —- 
35-0 = 
50.0 55.0 
60.0 50.5 
30.5 5.0 
79-5 108.0 


n last Saturday in 


BANKING STATISTICS 


Treasury Deposit Receipts 
Raised 


£m. 


290. 
320. 
455- 
190. 
500. 
131. 


219 


543- 
387. 
110. 
159. 
190. 
453- 
347: 

85. 
175; 

79- 

60. 


545: 


Net New 
Borrowing 
— 25.5 
— 13.5 
—- 0.5 
- 0.5 


0000000uN0 


COMmMMOOCO OMN 


VALUATIONS 






Redeemed 
£m. 

237. 
527. 
468. 
282. 
368. 
197. 
359. 
594- 
380. 
132.0 
193.0 
275-5 
483.5 
387.0 
110.5 
152.5 
188.5 
455-0 


OoOMMmMOoonMmodo 


1948 
Week ended: Raised Redeemed 
Jan. 17 — 38.5 
” 24 ea! 5-5 
a oe 0.5 
Feb. 7 —_ — 
» 14 —— 55-0 
os 2 60.0 98.0 
» 28 — 35-5 
Mar. 6 160.0 I01.5 
a "33 120.0 140.0 
s. 100.0 90.0 
ao = 165.0 123.5 
Apr. 10 255-0 219.5 
mo 120.0 106.0 
o ae 30.0 21.0 





For 70 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, 


PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
It cannot, therefore, be over-emphasised that 


variety of purposes. 


the opinion of value should carry the n 


LEOPOLD FARMER & SONS 


e of an old established firm 


Surveyors, Valuers and Auctioneers 


46, 









GRESHAM STREET, 
Tel. MONARCH 3422 (8 lines) 


LONDON, €E.C.2 
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Outstanding 


£m. 
2185.5§ 
1636.5 
1559.0 
1390.5 
1779.0 
1676.5 
1508.0 
1456.5 
1463.5 
1463.5 
1442.0 
1408.5 
1323.0 
1292.5 
1252.5 
1337-5 
1402.5 
1329.5 
1201.0 
1291.0 


each month, except at final month in each quarter. 


Net New 
Borrowing 


— 38.5 





HENRY BUTCHER 


& CO. 


SPECIALISING IN THE 


Sale and Valuation FACTORY 
of AGENTS 


Indastrial Properties e FIRE LOSS 
Plant and Machinery ASSESSORS 


HEAD OFFICE: 


73, Chancery Lane, LONDON, W.C.2 


Tel. : Grams. : 
HOLborn 8411 (8 lines) Penetrancy, Holb., London 





BOWMAKER LIMITED 


For Export and all other Types of Credit 


OUR FACILITIES SUPPLEMENT THOSE of the JOINT STOCK BANKS 


BOURNEMOUTH: LONDON : 
BOWMAKER HOUSE, LANSDOWNE. 61, ST. JAMES’S STREET, S.W.1. 


Tel: Bournemouth 7070. Tel: REGent 1481. 
AND BRANCHES. 





TO BANK MANAGERS 


Please consult us—we have been established since 
1772 — regarding your customers’ JEWELLERY & 
SILVER. We will gladly advise you free of charge. 


SPINK & SON, LTD. 


Modallits to 5,6 and 7 King Street, Tel.: WHItehall 5275 
he King St. James’s, LONDON, S.W.1 4 lines 





BANKING STATISTICS 


Tax Certificates 


Paid Net Paid Net 
Raised Off Raised  Issue* Raised Off Raised Issue* 
: £m. £m. £m. £m. £m. £m. £m. 
16. 8. 691.6 1946 Nov. .. 22:9 22. 0.2 648. 
t. 20. 7it. Dec. .. 35.0 — 15. 20.0 668. 
Rt. 26. 738. 
$i. 4. 742. 
13. 14. 757- 
41. a 755° 
24. t. 754. 
20. 765. 


Io. 
19. 35- 800. 


5 


ow 
ONAN OWWHY: 


1945 Apr. 
May 
June .. 
July .. 
Ame. «« 
Sept. .. 
Oct. . 
Nov. .. 
Dec. 


oo 
>> 


26. 
54- 
57- 
17. 
9. 
2. 
.. 
Io. 


642. 
587. 
529. 
511. 
520. 
523. 
521. 
531. 
517. 
513. 
519. 
543- 


46. 
81. 
82. 
27. 
“7 a 
£2. 
14. 
I5. 
27. 
14. 
I5. 
6. 


1947 Jan. .. 20. 
POD. «.« 27 
Mar. .. 24. 
Apr. «2 G 
May .. 30. 
june .. £3. 
jay .. 13. 
Aug. .. 25. 
Sept... 23. 
Oct. «. 10 
mov, .. 23. 
Dec. .. 30. 


OM ON DN ONO 
NOWRA DW 


+ 


2 


58. 
£33. 
Ior. 

28. 

16. 

24. 

19. 


771. 
608. 
647. 
658. 
658. 
655. 
651. 
18. 654. 1948 Jan. .. 43.0 62.7 - 19. 523. 
20. 656. bo» 22.9 25.5 ~ 69. 460. 
20. 648. 18.8 52.7 — 34. 426. 


*i.e. Outstanding at end of month. t Record to date. 


1946 Jan. 
Pee. x 
| ae 
Apr. .. 
May .. 
june .. 
pury .. 
Aug. .. 
Sept. .. 
Oct. 


> 


50. 
ti. 
Oo. 


NRF ORN OO COUN OW 
OoMnnn akhurkr ONO 
4 H ao SC AMNWOHO ONA 
NROUAANNAWWO 


Se NRONWNIN 
PRIOH WHWOD NN HO OWUNYO 
AOnowowmnoaoonad 


mewn 


NOOO FH OhNA con 


Year to Raised Paid Off Net Raised Issue* 

Mar. 31 £m. £m. £m. £m. 

1946 = “il a 432.7 497.5 — 34.8 647.7 

1947 ia ee as 277-3 395-7 -118.4 529.3 

1948 icin ee rv 251.9 354-7 -102.8 426.4 
*i.e. Outstanding at end of month. 


Appointments and Retirements 
Sir Clarence Sadd 


Sir Clarence Sadd, C.B.E., J.P., D.L., retired early last month from the active clerical staff of 
the Midland Bank, and therefore relinquished his positions as Chief of the Executive and Chairman 
of the Executive Committee. He remains Vice-Chairman of the board of directors. 

This retirement is in conformity with the bank’s age-limit for its active clerical staff. Sir 
Clarence, who was born in 1883, has served almost fifty years in the bank. His first important 
appointment at Head Office occurred in 1933, when he became assistant general manager. Ten 
years later he had climbed to the position of Chief of the Executive and was then elected to a seat 
on the board. His retirement from active responsibility in the bank’s day-to-day affairs will be 
particularly regretted among the staffs of the bank, for Sir Clarence’s development of a ‘‘ human ”’ 
staff policy had made itself widely felt. 

Bank of New Zealand—Mr. F. E. Harmer, C.M.G., has been elected to the London board 
of directors. 

Barclays Bank (D., C. and O.)—The Hon. Geoffrey Cokayne Gibbs, C.M.G., has been elected 
a vice-chairman of the board. Mr. H. R. Bradfield has, for reasons of health, retired from the 
board and the London Committee, and Mr. P. J. Froome has retired from the position of local 
director of Circus Place. 

District Bank—Foreign Dept., 13, Spring Gardens, Manchester: Mr. R. C. Crompton to be 
accountant. Foreign Dept., 76. Cornhill, London: Mr. C. W. W. Jefkins to be assistant foreign 
Manager. Mr. J. Battersby to be accountant. Bournemouth : Mr. J. C. Fretwell to be accountant. 
St. Annes-on-the-Sea : Mr. C. A. Whitaker to be accountant. 

Jessel, Toynbee & Co., Ltd.—Mr. W. Bullett has retired from the board and managing 
directorship after nearly 25 years’ association with the company. Mr. R. A. Henderson has 
been elected to the board and as assistant managing director, and Mr. H. S. Payn has been 
appointed assistant secretary to the company. 
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Martins Bank—Levenshulme : Mr. A. Jones to be manager on Mr. W. S. Johnson’s retirement. 
Seaham : Mr. M. Hogarth, from Hexham, to be manager. Bradford: Mr. L. W. Smith, from 
Vicar Lane, Leeds, to be manager on retirement of Mr. W. Barbour. Leeds, Vicar Lane: Mr. 
F. A. A. Beresford, from Batley, to be manager. 

Midland Bank—Mr. W. E. Jones, who has been an assistant general manager since 1937, has 
retired. Head Office: Mr. L. F. Bird to be a general manager's assistant. London—Angel 
Court: Mr. W. N. P. Clarke to be manager on retirement of Mr. H. E. Kimpton; 122, Finchley 
Road: Mr. R. Rendell, of Horseferry Road (London), to be manager on retirement of Mr. S. 
Lewington ; Fleet Street: Mr. E. L. Sharpe, of Cheam, to be manager on retirement of Mr. A. T. 
Durrant ; Horseferry Road: Mr. J. Dodds to be manager ; Threadneedle Street: Mr. S. J. B. 
Cull, of New Street, Birmingham, to be manager on retirement of Mr. S. R. Harmer. Bicester : 
Mr. G. A. Greetham to be manager. Birmingham, New Street: Mr. H. N. Iley, a joint manager, 
to be sole manager on the transfer of Mr. S. J. B. Cull to Threadneedle Street (London). Mr. A. 
Stead, a general manager’s assistant, to be deputy manager. Mr. T. J. G. Champion, a branch 
superintendent, to be assistant manager. Castle Donington: Mr. J. E. Lee, of Radford, Notting- 
ham, to be manager on retirement of Mr. A.C. Shipman. Cheam: Mr. H. Jennings, of Stoneleigh, 
to be manager. Felixstowe: Mr. L. G. Bridge, of Bicester, to be manager on retirement of Mr. 
W. P. Curry. Gloucester: Mr. H. Kaye, of New Swindon, to be manager on retirement of Mr. 
W. G. D. Conway. Herne Bay: Mr. W. S. Higgs, of Hythe, to be manager. Hoddesdon: Mr. 
F. Higginson to be manager of this branch, formerly under the same management as Cheshunt. 
Hythe : Mr. H. Hepworth, of Hastings, to be manager. Leeds, Roundhay (Oakwood) : Mr. H. 
Hall to be manager of this branch, formerly under the same management as Roundhay Road, 
Leeds. Liverpool—Allerton Road: Mr. J. Lawson, of Rock Ferry, to be manager on retirement 
of Mr. S. H. Parry; East: Mr. G. P. Hilldrup, of St. Luke’s, Liverpool, to be manager on retire- 
ment of Mr. H. C. Papworth; St. Luke’s: Mr. R. R. Roberts, of Mather Avenue, Liverpool, to 
be manager. Menai Bridge: Mr. I. W. F. Williams, of Llangefni, to be manager on retirement 
of Mr. J. H. Evans. Netherfield : Mr. J. R. Alcock to be manager of this branch, formerly under 
the same management as Victoria Street, Nottingham. Petersfield: Mr. R. D. France, of Goring 
Road, Worthing, to be manager. Rock Ferry: Mr. T. Boggie, of Old Hall Street, Liverpool, to 
be manager. Stoneleigh: Mr. R. B. Pavey to be manager. Wallasey Village : Mr. J. H. Woolley, 
of St. Helens, to be manager in succession to the late Mr. J. Herd. Witney : Mr. G. H. Townrow, 
of Norwich, to be manager on retirement of Mr. H. F. Davies. Woking: Mr. W. J. Lester, of 
Herne Bay, to be manager on retirement of Mr. H. E. A. Parratt. 

New York Representative : Mr. J. C. Read, representative in New York, is being transferred to 
London. He is succeeded by Mr. W. B. John Partridge, formerly a deputy assistant manager 
of Overseas Branch in London. 

National Bank of India—WMr. E. J. Mackenzie Hay has joined the board of directors. 
National Bank of Scotland—Brechin: Mr. G. A. Mackenzie, joint manager, will become 
sole manager on Mr. G. A. Burn’s retirement. Dumfries: Mr. D. S. Brockbank, from Wishaw 
Branch, to be manager on Mr. A. Law’s retirement. Wishaw: Mr. A. Macintyre, from Aberdeen, 
to be sole manager on retirement of Mr. H. W. Nimmo. Dundee, Hilltown and Strathmartine 
Road Branches : Mr. G. R. Little, manager at the above branches, will retire on May 1, following 
which Hilltown will be placed under the managership of Mr. J. Barclay and Strathmartine Road 
under Mr. J. Hendry. Renfrew: A branch has been opened at 1, Inchinnan Road, Renfrew, 
under the managership of Mr. W. Muirhead, from Stranraer. 

Union Bank of Scotland—Edinburgh—Head Office : Mr. J. Murray, to be manager on retire- 
ment of Mr. W. J. Hall. Mr. J. Barton, an inspector of branches, to be assistant manager; 
Morningside : Mr. R. D. Alexander, from Princes Street branch, to be manager on retirement 
of Mr. W. J. Lee. Peterhead: Mr. A. Bruce, from Turriff branch, to be manager on retirement of 
Mr. T. B. Work. 

Westminster Bank—Mr. F. E. Harmer has been appointed a director. 


Publications Received 

A.B.C. World Airways and Shipping Guide (Thomas Skinner & Co. (Publishers) Ltd., price 3/-). 

Bulletin Statistique du Ministére Des Finances, No. 3 Trimestre, 1947 (Imprimerie Nationale, 
-aris, pp. 244, price 500 Frs.). 

Bulletin de Législation Comparée, Nos. 27-28, 3-4 Trimestres, 1947 (Imprimerie Nationale, 
Paris, pp. 370, price 480 Frs.). 

Colonial National Incomes, The Measurement of. Occasional Papers, No. XII, by Phyllis 
Deans (Cambridge University Press for National Institute of Economic and Social Research, 
pp. 173, price 12/6). 

Income Tax for Executors and Trustees, by W. G. Mortimer (Pitmans, pp. 216, price 18/-). 

Partners and the Law, by P. Elman (Stevens & Sons, Ltd., pp. 84, price 4/-). 

Productivity Prices and Distribution in Selected British Industries, Occasional Papers, No. XI, 
by L. Rostas (Cambridge University Press for National Institute of Economic and Social Research, 
PP- 199, price 16/-). 

Trade of Nations, The, by Michael A. Heilperin (Longmans, Green & Co., Ltd., pp. 234 


price 19/0). 
United Europe, by Lord Layton (‘‘ News Chronicle ’’ Publications Dept., pp. 31, price 1/6). 
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Taxation 


EDITED BY RONALD STAPLES 


has proved of increasing value to bank 
officials during the last twenty years 
and has solved the intricate problems 
which have added to the burdens borne 


throughout the war years. 


Taxation IS INDISPENSABLE 
TO BANKERS 


The problems of 
PROFITS TAX 
INCOME TAX and 
BACK DUTY 


will continue and Gaxatian will re- 


main the principal authority. 


If you are not already a subscriber you 


are invited to begin now. 


Taxatinn REPORTS REVENUE 
CONCESSIONS : DECIDED CASES 


Subscription : One year £2 12s. Od. 
Post free. 


EDITORIAL OFFICES : 
98 PARK STREET, LONDON, W.1 





Sate as the Bank 


Sarma CERTIFICATES are a safe and 
profitable investment, and your Bank is ready 


to make it easy for you to buy them. Your 
Gank Manager will ask only for your signature 
on a Banker’s Order form authorising either a 
ingle purchase of a block of National Savings 

Certificates, or a regular automatic monthly 
purchase of Certificates for as long as you wish. 
You can now hold 1,000 10/- units of the 

new Certificates, and in 10 years this £500 will 
have grown to £650 free of tax. Secure for 
yourself this highly profitable gilt-edged invest- 
ment by calling on your Bank Manager to-day. 


SAVE — The Bank Way 


cee 
Issued by the National Savings Committee 





Eastern Enterprise 


For over three hundred years men of enter- 
prise and initiative have engaged in trade 
with the East. For nearly a century The 
Chartered Bank of India, Australia and China 
has supplied them with the specialised bank- 
ing services that this trade demands. 

Today, in addition to these services, the 
Bank’s wide network of branches ensures 


that a wealth of information on local needs 


for products and services is readily available to customers. Those planning to enter the markets of the East 
are cordially invited to discuss their problems with the Managers of the Bank in London or Manchester. 


THE CHARTERED BANK OF INDIA, AUSTRALIA AND CHINA 


(Incorporated by Royal Charter 1853) 


HEAD OFFICE: 38, BISHOPSGATE, LONDON, E.C.2. 


Manchester Branch: 52, Mosley St., Manchester2 ¢ 


West End (London) Branch: 28, Charles II St., London, S.W.1. 


New York Agency: 65, Broadway, New York e Associated Banking Institution in India: The Allahabad Bank Ltd, 


The Bank’s branch system, under British management directed trom London, serves 


INDIA e PAKISTAN e CEYLON e BURMA 


SINGAPORE AND FEDERATION OF MALAYA 


NORTH BORNEO AND SARAWAK * INDONESIA . FRENCH INDO-CHINA . SIAM 


THE PHILIPPINE REPUBLIC 





BANCO DE CREDITO 
DEL PERU 


CAPITAL S/’.22,000,000.00 
RESERVES S’.41,207,828.47 
HEAD OFFICE : LIMA 


TEN CITY BRANCHES 
THIRTY-NINE PROVINCIAL BRANCHES 


Entrust us with 
YOUR COLLECTIONS 
ON PERU 


PERU'S OLDEST NATIONAL COMMERCIAL BANK 
ESTABLISHED IN 1889 





HONGKONG e CHINA e JAPAN 


OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 
fF" 
CAPITAL, £10,000,000 
PAID UP,  £5,000,000 
RESERVE, £1,250,000 


London: 


20/22, ABCHURCH LANE, E.C.4 
MANCHESTER : 56-60 Cress st. 


Paris : 
7 rue Meyerbeer (1 Xe) 


MARSEILLES : 38 rue St. Ferreo! 
ISTANBUL: 
(Galata, Beyoglou, Yeni Cami) 


BRANCHES AND AFFILIATIONS 
THROUGHOUT THE NEAR EAST 


Drafts and Telegraphic Transfers Issued 
Letters of Credit Granted 


EXCHANGE & INSURANCE 
OPERATIONS EFFECTED 
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THE MERCANTILE BANK OF INDIA 


DIVIDEND RAISED TO 10 PER CENT. 


SIR CHARLES INNES’S STATEMENT 





The Mercantile Bank of India, Limited, 
was held in London on April 20. 


The following is an extract from the state- 
ment by the chairman, Sir Charles A. Innes, 
K.C.S.I., C.I.E., circulated with the accounts 
for the year 1947: 


The balance sheet total now exceeds £45 
million, an increase of a million on last year’s 
figure. On the liabilities side there has been 
a gain of a million in the deposit head. 
Among the assets there is a considerable 
increase in loans advances and other accounts. 
This heading now includes the sundry accounts 
which formerly were shown separately, but 
even if we exclude these sundry accounts, there 
is a satisfactory increase of more than £3 
million in our loans and advances. A larger 
share of our resources is now being devoted to 
the finance of trade and commerce, and there 
is some decrease in our cash and investments. 


Tt fifty-fifth annual general meeting of 


Our profit is well maintained at £183,151, 
and we are glad to have been able to raise 
the dividend for the year to 10 per cent. This 
result has been achieved in spite of much 
heavier taxation and a considerable increase in 
our charges account. Increased salaries are 
the chief cause of the rise in our expenditure. 
They have been necessitated by the rising cost 
of living in every country where the bank 
operates. We are maintaining the allocation 
to premises account at £50,000. As I told you 
last year, we are rebuilding our bank at 
Bombay, and the extreme shortage of houses 
in the East has compelled us to make purchases 
of house property for the use of our staff. 


POLITICAL ACTIVITY 


There are certain general characteristics of 
the year on which perhaps I can usefully 
comment. It has been a year marked by 
political activity and constitutional change. 
India has been divided into India and Pakistan, 
and for the time being both countries have be- 
come self-governing Dominions. Ceylon has 


also attained Dominion status, while Burma 
has gone a step further and has become in- 
dependent. The Malayan Union has ceased to 
exist and a Federation of Malaya has come into 
being. Mauritius has been given a new con- 
stitution, while in November last a revolution 
in Siam brought a new Government into power. 
The inflationary trend still persists everywhere, 
and in some countries there is an actual short- 
age of food. The cost of living remains very 
high. 


Taxation has been increased everywhere and 
is now a serious burden on industry. Malaya 
has now imposed an income tax and taxation 
has been stepped up both in India and Ceylon. 
Moreover, partly owing to diminished supplies 
of rice from Burma, both India and Ceylon have 
been compelled to import foodstuffs from other 
countries at great cost, with the result that the 
balance of trade has turned heavily against 
them, and they have had to raise the import 
duties on some classes of goods and also to re- 
introduce import controls. All these factors 
are unfavourable to trade and therefore to 
Exchange banking. Nevertheless, trade has 
been active and as the accounts show, the busi- 
ness of the bank has continued to expand. 


PARTITION OF INDIA 


The partition of India took place on 
August 15 and you all know the tragic happen- 
ings which followed. It was only to be expected 
that partition should cause many difficulties, 
but the difficulties have been enormously in- 
creased by these tragic events and by the 
bitterness which they have engendered. The 
immediate danger lies in Kashmir, and one can 
only hope that an amicable solution can be 
found to a very intractable problem. On the 
other hand there are some signs of an easing of 
the tension, and the friendly financial settle- 
ment between the two Dominions which the 
Indian Finance Minister was able to announce 
in his recent budget speech is a hopeful augury. 
Also one hears on all sides that there is a new 
and dynamic spirit abroad in both countries. 


THE PALESTINE DISCOUNT BANK LTD. 
TEL-AVIV (Head Office) and JERUSALEM 


Paid up Capital and Reserves ~- 


£.P. 1,051,821.— 


Every description of Banking Business transacted. Correspondence is invited from Banks and 
Bankers seeking an efficient connection in Palestine. 
AFFILIATION 
THE PALESTINE MERCANTILE BANK, LTD. 


HAIFA 


REHOVOTH 


The Bank transacts every description of trustee business 
through he P.D.B. Executor & Trustee Co., Ltd. 
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BANK OF SCOTLAND 


STRONG LIQUID POSITION 


LORD ELPHINSTONE’S REVIEW 


prietors of the Bank of Scotland was held 

within the Head Office, Edinburgh, on 
April 6. The Rt. Honourable Lord Elphin- 
stone, K.T., Governor of the Bank, presided. 

In submitting the Directors’ report, the 
Chairman said : 

My Lord, Ladies and Gentlemen, 

I assume that as usual we may take as read 
the Report by the Court of Directors of the 
affairs of the Bank as at February 29 last, 
copies of which have been circulated to the 
Proprietors. 

The Directors greatly regret the loss by 
death during the year of Lord Forteviot of 
Dupplin, one of the Extraordinary Directors of 
the Bank, 

Mr. John Parker Watson, W.S., who has been 
a member of the Board since 1931, has resigned 
for reasons of health. The Directors have 
accepted his resignation with much regret and 
place on record their appreciation of his most 
valuable services. 

To fill a vacancy on the Board the Directors 
by virtue of the powers contained in the Bank’s 
Constitution have appointed Mr. Alastair 
Campbell Blair, W.S., to be an Ordinary 
Director of the Bank. You will be asked to 
confirm his appointment. 

THE BANK’S BALANCE SHEET 

For the first time in many years we have to 
record a fall in our Deposits. The decline is in 
keeping with the general trend in the first two 
months of the present year, and in our case the 
figure is the moderate one of £1,138,000. More 
than half of this, however, is accounted for by 
a drop in outstanding drafts issued. These 
were formerly detailed separately from De- 
posits and other Accounts. Notes in Circula- 
tion are down by £1,340,000, but this is not 
unwelcome. 


Te annual general meeting of the Pro- 


LIQUID ASSETS 

As usual our figures indicate a strong liquid 
position. 

Assets in Cash, Bank Balances, Cheques in 
course of collection, together with Money at 
Call and Short Notice in London and Bills dis- 
counted (including {1,500,000 Treasury Bills), 
amount in the aggregate to £284 millions, 
equivalent to 29 per cent. of our total Liabilities 
to the Public in Deposits and Notes outstand- 
ing. Adding to this our holding of £7} millions 
of Treasury Deposit Receipts and our Invest- 
ments of over £53 millions—practically all 
Government Securities—we get liquid re- 
sources of £89 millions, equal to 89 per cent. of 
our Public Liabilities. The market value of 
our Investments is greater than the Balance 
Sheet figure. 

Advances to customers have increased during 
the year by 1,283,000. We are pleased to 
record this moderate expansion in our lending 
business which is spread over many different 
fields of industry. 

The Bank’s extensive Branch system—em- 
bracing in its outer limits the Hebrides and the 
Orkneys—enables us to keep in close touch with 


and 
widens our opportunities for providing assist- 
ance, which we readily do, to our farming 


agriculture, Scotland’s basic industry, 


customers. Agriculture in all its branches 
must maintain its rightful priority in the 
National Economy and it is, I think, true to say 
that in terms of ultimate benefit no other 
industry more fully justifies such encourage- 
ment as is given to it. 

BANK’S PREMISES AND 

HERITABLE PROPERTY 

During the year several additional properties 
have been acquired, while considerable sums 
have been expended on necessary repairs and 
renovations to Branch premises. Suitable pro- 
vision has been made against the cost of certain 
improvements and reconstructions which mean- 
time cannot be carried out. The Bank’s pro- 
perties are conservatively valued at the figure 
at which they appear in the Balance Sheet. 

TRUSTEE DEPARTMENT 

For the convenience of our customers in the 
South a Trustee Department has been estab- 
lished at our Piccadilly, London, Office. 

THE BANKS AND THE PUBLIC 

It can be claimed that, notwithstanding 
greatly increased expenses of administration 
and higher taxation, the facilities afforded by 
the Banks represent one of the few services 
which to-day cost the public no more than 
before the war. This has, of course, only been 
possible because of the increased resources 
placed at the disposal of the Banks by their 
customers. 

The Proprietors’ Funds, as you will appre- 
ciate, are substantially greater than the 
nominal amount of Capital and Published Re- 
serves. From time to time over the long life- 
time of the Bank large sums have been set 
aside to cover contingencies and depreciation, 
and, to the extent that they are available, 
these accumulations are used in our day-to-day 
business. When the distributed profits are 
related to the actual Capital employed in the 
business of the Bank they are seen to be very 
modest indeed. 

RESULTS FOR THE YEAR 
£ £ 


Nett Profits shew a decline of 





£2,000 at “ 7 301,211 
Add the balance carried for- 
ward from last year 165,948 
Together £467,159 
This has been dealt with as 
follows : 
Applied to Reserve for 
Contingencies .. .. I1I0,000 
Transferred to Trustees fo 
Officers’ Pension Fund 30,000 
Dividend at the rate of 12 
per cent. per annum, 
less Tax 158,400 
298,400 
Leaving to be carried forward £168,759 
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7,159 


98,400 
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THE OUTLOOK 

While our business connections and tran- 
sactions are international and world wide in 
their scope our interests—as befitting a Bank 
which derives its original authority from an 
Act of the old Scots Parliament—are most 
closely identified with the trade and commerce 
of Scotland. 

We welcome the vigour and purpose with 
which Scottish affairs are being directed and 
the energy and patriotic enthusiasm with 
which Scotland’s needs and claims are being 
presented in high places. 

The informative Government White Paper 
on Industry and Employment in Scotland dealt 
exhaustively with the Scottish scene against 
the background of the general economic dis- 
order. Notwithstanding the many grievous 
difficulties which have to be contended with 
one cannot but feel a sense of pride in the 
extent, range and importance of the contribu- 
tion by Scottish workers—from her Steel 
Works, Mines and Shipyards, her Fields and 
Waters—to the National pool of manufactures 
and food products. 

Efforts to introduce new industries and to re- 
dispose existing industries are unfortunately 
greatly hampered by prevailing conditions— 
not the least of which is the immobility of the 
labour force imposed by the shortage of 
housing accommodation. 

The events of the past two years have made 
us increasingly conscious not only of the war- 
damage done to the National Economy but 
also of the complexities of world economic and 
political developments. Expectations of co- 
operation in the international sphere have un- 
fortunately not been realised and, notwith- 
standing sincere efforts on the part of people of 
goodwill, disappointments and set-backs have 
been many. 

At home the intensified austerity and taxa- 
tion of these days have taken much of the joy 
out of the life of our people and replaced it with 
feelings of weariness and frustration, while 
progress towards recovery continues to be 
hampered by excessive controls. Mistaken 
beliefs have misled many into thinking that 
proved economic laws can be flouted. Even 
repeated crises have not fully aroused them to 
the realisation that we cannot indefinitely go 
on consuming more than we produce. No small 
share of the blame for this lies with certain 
people in positions of authority whose careless 
and ill-considered statements indicate an 
absence of a proper sense of responsibility. The 
gravity of the position is set forth in the 
Government Economic Survey for 1948 and it 
is earnestly to be hoped that this realistic 
attempt to drive home the hard, urgent and 
unpalatable facts in quarters where orthodox 
economics are not normally studied will at last 
be effective and fruitful of result. 

The ugly spectre of Inflation must be laid. 
This is the concern of us all—in Government, in 
Industry and in our personal private lives. The 
aim of the Government should be to create a 
genuine Budget surplus. This country can no 
longer indulge in wasteful expenditure, and a 
Tuthless pruning of governmental spending 
should have the highest priority. Swollen 
Departmental Staffs could be drastically re- 
duced—with the two-fold advantage of re- 
leasing manpower for productive industry and 
easing Taxation. 
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Regarding Trade and Industry the shrinking 
sellers market emphasises the need for hard 
work in all grades of employment and the main- 
tenance of the traditional high standard of 
workmanship upon which our reputation was 
built. It should be generally realised that in 
the long run it is the price a buyer is prepared 
to pay that regulates wages and hours of work. 
At present we cannot afford the luxury of a 
five-day week; and a return to longer hours 
of work, for the time being at any rate, would 
react to the advantage of all. 

It appears to me that a fundamental need— 
if this country is to recover its former pros- 
perity—is a restoration of that high moral 
standard which used to actuate the majority of 
our people. At this critical juncture inspired 
leadership and high statesmanship could do 
much tore-create those old qualities and virtues 
which we seem temporarily to have lost. It 
would indeed be lamentable if, in response to 
the generosity of the United States, we failed 
to display the energy and resource necessary to 
rectify our position. American aid if it comes 
must be regarded as a stimulus to greater effort 
and used prudently and wisely to see us 
through to the time when we may stand once 
more on our own feet. 

SAVINGS 

If our country’s financial structure is to be 
restored it is also essential that new Capital 
requirements should be covered by current 
savings and I would stress the importance of 
these being encouraged and maintained at the 
highest possible level. 

STAFF 

The Management and Staff have continued to 
give loyal service to the Bank and I would take 
this opportunity to express a word of sincere 
appreciation and thanks to them. Relations 
between the Directors and the Staff are, and 
always have been, cordial and friendly, and the 
frank discussion of our domestic affairs through 
the medium of the Bank’s Staff Association 
ensures the maintenance of this happy state of 
affairs. 

THE BANK’S HISTORY 

Within a few weeks we hope to have available 
for private circulation a History of the Bank 
which has been written by Dr. Charles Malcolm. 
For various reasons outwith our control pro- 
duction of this book has been delayed. 

DIVIDEND 

I now have pleasure in moving that the 
Report and Balance Sheet, as submitted, be 
adopted, and that a dividend for the past half- 
year of 6 per cent. actual be now declared pay- 
able on 15th current, making with the dividend 
paid in October last, 12 per cent. for the year, 
subject to deduction of Income Tax. 

The motion was agreed to. 

The Lord Elphinstone, K.T., and Mr. James 
Gourlay, B.Sc., were unanimously re-elected 
Governor and Deputy-Governor respectively 
for the current year. 

Sir Michael Nairn, Baronet, D.L., Sir John 
Craig, C.B.E., D.L., and Mr. Alastair Campbell 
Blair, LL.B., W.S., were re-elected Ordinary 
Directors. 

Mr. R. Arthur Morrison, C.A., and Mr. 
Graham Aitchison Usher, C.A., were appointed 
to conduct the audit of the Bank’s books for 
the current year, and a vote of thanks to the 
Chairman terminated the meeting. 











A RELATIVELY 





ECONOMIC 


HE forty-eighth ordinary general meeting 
of the National Bank of Egypt was held 
on March 24 in Cairo. 





Aly Shamsy Pasha (the president) was in 


the chair. 
REPORT AND ACCOUNTS 

The directors present to the shareholders the 
balance sheet and profit and loss account for 
the year ended December 31, 1947. 

The gross profit for the year, after providing 
for depreciation on the bank’s buildings and 
furniture, for rebate of discount, for doubtful 
debts and contingencies, amounts to :— 

£E 


1,591,490 : 142 


After deducting from this sum: 
For Directors’ Fees £E. 16,879 : 520 
For Current Ex- 


penses I 1077,302 : 002 


£E.1, 060,483 - 482 £E.x 


there remains (E. 514,128 : 140 
In conformity with 
Article 49 of the 
Bank’s Statutes a 
dividend of 4 per 
cent. is payable on 


the Share Capital £E. 117,000 : 000 





After this distribution 

there remains £E. 397,128 : 140 
Adding to this the 
balance brought 
forward from last 

year ° £E. 


the amount avail- 
able is . ; 
From this amount the 
Directors recom- 
ment the pay- 
ment of an ad- 
ditional dividend 
of 13 per cent. on 
the Share Capital, 
which will absorb £E. 


£E. 679,355 : 030 











350,250 : 000 





and to carry for- 
ward the balance 
of os we £E. 299,105 : 030 





The total dividend for the year will thus be 
at the rate of 17 percent. An interim dividend 
of 4 per cent. having been paid on September 1, 
1947, there remains to be distributed the 
balance of 13 per cent., which will be paid less 
taxation in accordance with existing laws. 
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PROSPEROUS COUNTRY 


POSITION OF 


ALY SHAMSY PASHA ON THE INTERNATIONAL 








NATIONAL BANK OF EGYPT 














THE SUDAN 








SITUATION 








BALANCE SHEET, 31st DECEMBER, 1947 
ISSUE DEPARTMENT 
LIABILITIES £E. MM. 


145,000,000 000 


145,000,000 000 


Notes issued .. 






ASSETS £E. MM. 
6,375,873 969 


138,624,126 031 
145,000,000 000 


BANKING DEPARTMENT 


LIABILITIES £E. MM. 
Share Capital : 
300,000 fully paid Shares of ee each .. 
Statutory Reserve Fund ‘ 
Special Reserve 
Current, Deposit and other Ac counts 
Egyptian Government ws 
Sudan Government .. 
Bankers’ Accounts .. = 
heques and Bills payable . . 
Provision for payment of final dividend at 
the rate of 13 per cent. per annum 
Profit and Loss Account Balance .. 
Acceptances, etc. «2 






Gold .. 
Egyptian and Britis! a : Government Tres asury 


Bills and Securities 



















2,925,000 000 
1,462,500 000 
1,462,500 000 
79,566,366 480 
87,692,423 932 
1,044,588 790 
40,072,058 421 

357,428 853 












380,250 000 
299,105 030 
5,277,174 418 


220,539,395 924 


fE. MM. 














ASSETS 
Government Securities and _ Securities 
guaranteed by the Egyptian Government 167,012,561 632 
Sundry Securities ‘ss ‘a 474,532 665 
Advances on Merchandise .. 4,661,509 943 
Advances on Securities 548,234 395 
Sundry other Advances 1,777,174 $65 
Bills Discounted 282,838 575 
Bankers’ Accounts .. 18,881,459 272 
Money at Call and at Short Notice 13,870,350 000 
Buildings ‘ 75,000 000 
Cash : 
N.B.E. Notes 
Other Notes & Coin {E. 













£E.7,472,118 : 500 
206,441. 959 





7,678,560 459 














Clients’ oe for re: etc., as 
per contra . 






5,277,174 418 


——— 


220,539,395 924 



















E. M. COOK 
TAHER EL 
Directors. 


REPORT OF THE AUDITORS 
We have examined the books of the National 
Bank of Egypt and in our opinion the above 
balance sheet is properly drawn up so as tO 
exhibit a true and correct view of the state of 
the Bank’s affairs as shown by the books. We 





F. W. LEITh-ROSS, 
Governor. 


LOZY 
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have also verified the cash, notes, and securities 
at the Head Office and at the Cairo and Alex- 
andria branches and have found the same 


correct. The London returns have been 
audited and certified by Messrs. Deloitte, 
Plender, Griffiths and Co., Chartered 
Accountants. 

S. DALE, 


O. CouLDREY, 
Chartered Accountants. 
Cairo, February 28, 1948. 


PROFIT AND LOSS ACCOUNT 

Dr. fE. MM. 
Directors’ Fees ae ee 16,879 520 
Current Expenses / a oe ‘“ 1,060,482 482 
Interim Dividend at the rate of 4 per cent. 

per annum ee oe ee ee 
Provision for payment of final dividend at 

the rate of 13 per cent. per annum 
Balance carried forward é 


117,000 000 


380,250 000 
299,105 030 





1,873,717 032 
fE. MM. 





Cr. 

Gross Profit for the year ended December 
31, 1947, after providing for depreciation 
on buildings and furniture, for rebate of 
discount, for doubtful debts and contin- 
gencies ‘ 


‘ ha os a +» 1,591,490 142 
Balance brought forward from last year .. 


282,226 890 
1,873,717 032 


THE PRESIDENT’S ADDRESS 

On the threshold of the year 1948, after an 
uninterrupted succession of political, social, 
economic and financial crises in the world, the 
two groups of powers on which peace or war 
depend, far from finding a modus vivendi in 
peace, on the contrary see their differences 
increasing and the breach which separates 
them widening every day. And the effects of 
these political dissensions weigh particularly 
heavily on Europe, already so sorely tried by 
the war. 


ECONOMIC DISEQUILIBRIUM 

It is true that certain countries have suc- 
ceeded in restoring the level of their industrial 
production, but most of them still suffer from 
the scarcity of coal and raw materials, and the 
level of their production is inevitably affected. 
To quote but one example of the present 
economic disequilibrium, before the war 70 
per cent. of German exports went to other 
European countries, and consisted mainly of 
essential products such as coal, fertilizers, and 
machinery of which Europe stands to-day in 
urgent need. Moreover, German exports repre- 
sented 10 per cent. of world exports; to-day 
they do not even reach 1 per cent. The un- 
settled state of the economy of Europe was 
aggravated last year by a disastrous harvest. 

Moreover almost the whole of Asia which 
in norma] times was one of the biggest sources 
for the supply of foodstuffs, has been in the 
throes of political and social upheavals, and 
the rest of the world continues to be deprived 
of the help formerly afforded by her surplus 
production. 

Throughout these two continents im- 
poverished by the war, whose population 
Tepresents two-thirds of humanity, recon- 
struction is therefore still unrealised, produc- 
tion is insufficient and the financial burden too 
heavy. The painful consequence is general 
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inflation with all the social disturbances which 
it provokes. 

By contrast with Europe and a large part 
of Asia, where production is still inadequate 
and sometimes inefficient, the United States 
are increasing their output to the extent that 
the volume of their exports is to-day two and 
a half times greater than pre-war. These 
exports have often been financed by credits or 
by other assistance, the total amount of which 
reaches some 20 milliards of dollars, and, even 
so, proves still not enough. This accounts for 
the Marshall Plan, which involves amounts 
not far short of the same figure, but whose 
provisions entail a series of contingencies which 
it would take too long to describe. It is to be 
hoped that this plan will restore equilibrium 
and will contribute to the recovery of world 
prosperity. 

The present disorder is again found in the 
problem of the exchanges. The régime of 
currency control in most countries is proving 
more and more artificial and the premium 
commanded on the free markets by the dollar, 
and particularly gold, denotes how little con- 
fidence is felt in the official parities. The 
International Monetary Fund, on which so 
many hopes were based, has not yet succeeded 
in establishing exchange rates more in con- 
formity with reality. On the other hand, 
prices, particularly of primary products and 
foodstuffs, have soared on almost all the world 
markets, and although some people consider 
that the peak has been reached, equilibrium 
between supply and demand can hardly be 
expected as long as production and monetary 
conditions remain so disorganised. 


EGYPTIAN AGRICULTURE 

In this situation, it is gratifying to point out 
that Egypt, in spite of her numerous difficul- 
ties, remains a relatively prosperous country. 

Egyptian agriculture continues to feel the 
effects of the regulations introduced by the 
State in 1941. These measures, taken at a 
time of a deficit in the wheat crop, still exist 
with all their restrictions. We are still under 
a régime of limitation in the rotation of crops 
and of compulsory delivery of cereals, not to 
mention the rationing of chemical fertilizers 
which has resulted in a decline in the yield of 
food crops. Consequently, the production of 
wheat, which amounted to nearly 9,000,000 
ardebs in 1939, when the cultivated area was 
1,450,000 feddans and even then did not 
entirely cover the country’s needs, fell to 
7,000,000 ardebs in 1947, despite the increase 
in the area up to 1,630,000 feddans. The 
yield which was 6.15 ardebs per feddan, 
declined to 4.27 ardebs in 1947. The same 
may be said of maize, which from a crop of 
almost 11,000,000 ardebs in 1939, fell to 
10,000,000 ardebs in 1947, although the culti- 
vated area had appreciably increased. For- 


tunately, the production of rice and millet 
shows a marked rise by comparison with pre- 
war, thanks to increases in the cultivated area 
of 40 per cent. and 30 per cent. respectively. 
Our surplus rice production now serves us as 
a medium of exchange for some imports of 
wheat and maize. 
























































The fact remains that to meet the world 
shortage of foodstuffs, it was necessary to 
resort to the sowing of one grain crop after 
another, but this system has caused impoverish- 
ment of the soil, and only by a progressive 
return to a more liberal agricultural policy and 
normal crop rotation, when that becomes 
will equilibrium be restored. A 
greater supply of chemical fertilizers as well as 
gradual renewal of our agricultural machinery 
will not fail to contribute to the revival of our 
farming But there will still be Egypt’s 
burning problem, the constant increase in her 
population (20 per cent. in 10 years) compared 
with the extent of cultivated land. For this 
reason, it must be repeated that the return to 
normal will still prove inadequate, for oniy by 
a programme of developing new land, of 
improved methods of cultivation, irrigation 
and drainage shall we avoid a crisis which, 
in the future, will seriously threaten the life 
of the country and which gradual industriali- 
sation by itself will not be able to resolve. 

COTTON 

The statistical position of cotton markedly 
improved during 1947. On December 31, 1946, 
stocks amounted to 11,344,000 cantars while 
on December 31, 1947, they had fallen to 
9,255,000 cantars, of which 4,113,000 cantars 
of Karnak, and 3,815,000 of Ashmouni-Zagora. 
At December 31, 1947, it was estimated that 
of this total the Government held 3,400,000 
cantars, of which 2,820,oco Karnak, and the 
local spinners nearly 660,000 cantars, of which 
600,000 Ashmouni-Zagora. The stock of 
“free’’ cotton was estimated at nearly 
5,135,000 cantars of which 3,200,000 Ashmouni- 
Zagora. 

Later on, the improvement in our exports 


Y 


possible, 


enabled us to reduce our stocks to about 
7,700,000 cantars, at February 25, 19438, as 
against 10,000,000 at the same date the 


previous year. In fact for the first six months 
of the present season our exports reached 
nearly 4,000,000 cantars, or about 500,000 
cantars more than during the same period the 
previous season. 

From the beginning of the 1947-48 season 
prices rose steadily, and on December 31, 1947, 
Karnak “‘ good’’ was quoted at 59} tallaris 
against 42} at the end of December, 1946, and 
Ashmouni “ good” 50} tallaris against 44} 
the previous year. Later, the rise was accen- 
tuated and by February 6 last Karnak “‘ good ”’ 
had reached 94} tallaris and Ashmouni “‘ good ”’ 
874 tallaris. 

THREE CONVERGING FACTORS 
Certainly the reduction in world cotton 
«ks was bound to strengthen our prices but 

it remains nevertheless true that this specta- 
cular boom was largely due to three converging 
factors which influenced the market from the 
middle of January—heavy purchases from 
abroad, the eventual barter agreement with 
Russia, and speculation. It was not usual, in 
fact, to see France, India and Great Britain 
buyers all at the same time, and for such large 
quantities, while the Soviet delegation was 
attributed with the intention of making cotton 
purchases to the extent of about 800,000 to 
goo,oo0o0 cantars. 
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In the event, the barter agreement with 
the U.S.S.R. was signed on March 3, 1948, and 
provides for the exchange of 38,000 tons of 
Egyptian cotton against 216,000 tons of wheat 
and 19,000 tons of maize. By this agreement 
the Government has succeeded in disposing of 
a considerable portion of its cotton stocks, at 
the same time making up our deficit in wheat, 
which is at present difficult to purchase on the 
markets. In this situation, the barter system 
is justifiable, but general application of this 
method is undesirable since too often it results 
in disguised losses. 

Moreover, the market was also marred by 
speculative operations which are to be deplored 
if only for their influence on the inflationary 
situation which weighs on our economy. Appli- 
cations for credit for operations of this kind 
naturally cannot be forbidden, but banks 
should verify the destination of the funds for 
which they are asked and thus see that the 
facilities offered are utilised for purposes not 
inimical to the common good. Nevertheless, 
action by the banks alone cannot effectively 
restrain speculation in the most dangerous 
form known to our market—the “ franco- 
station ’’ contract. It is to be feared that in 
the future the price factor will play a more and 
more important role, which may influence the 
volume of our exports. 


INDUSTRIAL ACTIVITY MAINTAINED 

Activity in the country’s industry, generally 
speaking, has not slackened over the past year. 
The products are on the whole for current 
consumption and have not yet had to suffer 
from the expansion in imports of articles 
destined for a more well-to-do clientéle. Never- 
theless, difficulties still exist but they are not 
peculiar to Egypt. It is primarily a question 
of equipment, which in most undertakings 
badly needs renewal. Imports of modern 
material are still insufficient, and this perhaps 
constitutes our industrialists’ chief preoccupa- 
tion. In spite of tariff protection, they fear 
they will be outstripped by foreign competitors 
who, in certain cases at least, reduce their 
prices in order to obtain foreign exchange, not 
to mention the fact that this competition often 
attracts customers whose business would be 
difficult to recapture later. There is also the 
question of certain raw materials, of foreign 
origin of which the production, and conse- 
quently the import, is still inadequate. To 
this must of course be added the uncertainty 
which prevails as a result of certain recent 
monetary adjustments. Nevertheless, the 
situation of Egyptian industry remains gener- 
ally sound, and its consolidation depends not 
only on improvement in the possibilities of 
obtaining machines and raw materials from 
abroad, but again on the extent to which our 
industry contrives to cut down its general 
expenses with a view to lowering production 
costs. 

PRICE STABILISATION 

At the beginning of 1947 one had grounds 
for hoping that the heavy decline in the expen- 
diture which the allied armies stationed in 
Egypt had been effecting and the increase in 
the volume of imports, would have produced, 
if not a gradual fall in prices, at least stabilisa- 
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tion thereof at a level below the average prices 
prevailing during the previous year. And in 
fact during the first few months of 1947 that 
did seem to be the tendency. The wholesale 
price index fell from 314 in January to 295 in 
June, 1947, while the cost-of-living index 
dropped from 285 in January to 274 in June. 
However, a fresh upward tendency appeared 
the following month, perhaps set in motion by 
the imminent prospect of controls, and of 
restrictions on imports from the Sterling Area. 
It was later enhanced by transport restrictions 
during the cholera epidemic and by the gradual 
rise in the prices of certain agricultural pro- 
ducts, above all cotton, it being so true that 
in Egypt, where agriculture plays a predomi- 
nant role, the prices of agricultural produce 
exercise a determining influence on the general 
stability of prices. Thus at the end of Decem- 
ber, 1947, the wholesale price index stood at 
311, and the cost-of-living index at 280. 
Moreover, the upward movement reflects the 
present tendency of world prices. It is to be 
hoped that the relaxing of the restrictions on 
imports will help to lower internal prices, 
which at present are a heavy burden on the 
limited budgets of the greater part of the 
population. 


THE NOTE ISSUE 

The Note Issue naturally reflected this 
general upward tendency, particularly during 
the period of the financing of the cotton crop. 
In August, 1946, at the opening of the 1946-47 
season, the Issue amounted to £E.139,000,000 
and reached /E.145,000,000 at the end of 
December, 1946. In August, 1947, it had 
declined to £E.130,000,000 which meant that 
the 1947-48 season opened with the Issue 
{E.9,000,000 less than the previous year. 
Nevertheless, by the end of December, 1947, 
it had again risen to £E.145,000,000. Since 
that date the Issue has fallen and stood at 
£E.140,000,000 at March 15, 1948. 

The inflation from which we are suffering is 
characterised by an excess of purchasing media 
over the amount of goods available. Certain 
countries, with a view to remedying the same 
state of affairs, have proceeded to cut pur- 
chasing power by the partial blocking of bank 
accounts or the withdrawal of notes of certain 
denominations. Here, these methods do not 
appear to be indicated since an appreciable 
part of the purchasing power is immobilised 
in the hands of the Government, who keep it in 
the form of banking accounts amounting to 
no less than £E.85,000,000. Nor in Egypt is 
there any issue of currency to make up deficien- 
cies in the State Treasury, since the budget is 
in fact balanced. In present conditions, it 
seems that the best policy, apart from the 
control of prices, would be to expand the 
volume of available goods by an increase in 
production, at the same time arranging for 
greater imports. 


FOREIGN TRADE 
Since 1940 our foreign trade has continued 
to show an adverse balance. Although showing 
some improvement over the year 1946, due to 
greater exports of cotton, our exports for the 
year 1947 remained less than imports by an 
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amount of £E.13,000,000. Indeed our imports 
rose last year to {E.104,000,000 against 
£E.83,000,000 in 1946 and our exports aggre- 
gated £E.91,000,000 against £E.69,000,000 the 
previous year. As regards the balance of 
payments, it is estimated that the deficit in 
1947 will prove to be in the neighbourhood of 
£E.15,000,000. This deficit should not unduly 
disturb us since the country was deprived 
during the war of supplies essential for its 
industrial and agricultural re-equipment and 
of foreign goods normally needed, and while 
replenishing her stocks Egypt is not having 
recourse to credits or loans but is only utilising 
the balances which she accumulated during 
the war. 

The distribution of our foreign trade remains 
much the same as in 1946, except that the 
European continent is playing a more and 
more important réle. In fact in 1947 this 
continent accounted for nearly 35 per cent. of 
our total imports against 20 per cent. in 1946 
and for about 45 per cent. of our exports 
compared with 35 per cent. in 1946. On the 
other hand, our imports from Great Britain, 
generally our most important supplier and best 
customer, are slightly lower at {E.23,000,c00 
or 22 per cent. of the total, against 
£E.25,000,000 or 30 per cent. of the total in 
1946. However, she remains at the head of 
the list of our suppliers, followed by the 
United States, with {E.11,700,000 against 
£E.9,000,000 in 1946, and then Italy, France 
and Belgium. 


EXPORT POSITION 

As regards our exports, our best customer 
in 1947 was India, whose purchases rose to 
£E.14,700,000 against £E.8,800,000 the pre- 
vious year. She is closely followed by Great 
Britain, Italy and France. It is to be noted 
that our sales to France have more than 
doubled from one year to the other at 
£E.11,000,000 against £E.5,300,000 in 1946, 
and that the aggregate purchases of Czecho- 
slovakia, Spain, Germany and Poland in 1947 
reached {E.10,000,000 compared with 
£E.1,450,000 in 1946. 

If we try to distribute the visible deficit in 
our balance of trade between the various 
monetary areas it is found that last year our 
trade with the hard currency countries, in- 
cluding Belgium (although the latter is not 
generally considered as being one of them), 
shows a deficit of more than £E.9,000,000, while 
the deficit amounts to £E.2,000,000 with the 
Sterling Area and about £E.1,600,000 with the 
other countries. This unfavourable distribu- 
tion could be rectified in the future by encour- 
aging imports from the sterling area, thus 
enabling us to utilise our released balances, 
and by directing our exports as far as possible 
towards hard or semi-hard currency countries, 
so long as monetary restrictions hamper 
multilateral trade. 


THE FINANCIAL AGREEMENTS OF 
JUNE, 1947, AND JANUARY, 1948 
The prospect for our balance of payments is 
more than ever governed by the amount of 
foreign currencies which we have at our dis- 
posal and by the destinations to which our 















































exports are dire 
1947. 

In fact, 
point in 


ted, particularly since June 30, 


on that date, which was a turning 

the international financial position of 
Egypt, an agr was signed in London for 
a period of six months. On the one hand, it 
provided for the departure of Egypt from the 


sterling I 


ement 


area and the blocking of the sterling 
assets held by the banks operating in Egypt ; 
on the other hand, it provide d for the release 
of a series of amounts in sterling in order to 
meet (a) our daily trading requirements in 
foreign exchange, (b) payments abroad sus- 
pended during the war and (c) the probable 
deficit in our balance of payments up to 
December 31, 1947. Moreover, the agreement 
rested on the undertaking on the part of the 
British Government not to restrict the use of 
free sterling or the sterling proceeds of our 
exports for the payment of current transac- 
tions in any monetary zone. 

Unfortunately, this clause, which ensured 
useful flexibility in the settlement of our foreign 
trade in all the monetary areas, lost its value 
when, five weeks after the agreement came into 
effect, Great Britain found herself obliged to 
suspend the convertibility into dollars of trans- 
ferable sterling accounts, including those of 
Egypt, and allotted us only an amount of 
6,000,000 dollars. 

Therefore, the new agreement which was 
signed in Cairo on January 5 last and is in 
force until December 31, 1948, contains impor- 
tant modifications designed to meet the situa- 
tion which arose after August 21, 1947, the 
consequences of which were somewhat serious 
for Egypt. 

NUMEROUS DIFFICULTIES 
ENCOUNTERED 

In fact, we were encountering numerous 
difficulties. The agreement of January, 1948 
eases them by granting us for the current year 
25,000,000 dollars for the payment of our 
current transactions with countries which may 
refuse sterling, to which amount should be 
added our receipts of foreign exchange resulting 
from our exports to the hard currency coun- 
tries, and the equivalent of 4,000,000 dollars 
in gold which we must pay to the International 
Monetary Fund and the Bank for Reconstruc- 
tion following the increase in our subscriptions 
to these two Institutions. 

Moreover, the agreement provides for the 
release of important fresh amounts in sterling. 

Finally, under the agreement, Great Britain 
promises to make sterling held by Egypt 
acceptable as far as possible in all the monetary 
areas and admits our right to reciprocal action, 
that is to say the power to refuse sterling from 
any country which may not agree to deal with 
us on the basis of this currency. 

On the whole the new agreement is un- 
deniably an improvement on the previous one, 
taking into account the suspension of conver- 
tibility, and we hope that the results achieved 
will enable Egypt to cover her requirements. 
As an indication I may add that from July 14 to 
the end of February, 1948, nearly {30,000,000 
of our frozen balances have been unblocked. 

Such an amount, from which must be de- 
ducted an important sum as a working balance, 
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but to which must be added the receipts from 
our exports, should suffice to meet our needs 
from the sterling area, provided that the 
amounts so released are actually utilised. This 
is the crux of the problem, for the liquidation 
of our sterling balances ultimately depends on 
the extent to which Great Britain can increase 
her export power in machinery, raw materials 
and manufactured goods, and on the degree of 
liberty granted to our importers. In this con- 
nexion it is gratifying to see that the Govern- 
ment has gradually restored the unrestricted 
import of goods from the sterling area and 
certain other countries. 


PROBLEM OF HARD CURRENCIES 
MORE ACUTE 

On the other hand, the problem of hard 
currencies is tending to become more acute, 
as it is no longer only the dollar and the Swiss 
franc which have ceased to be freely obtainable 
against sterling, but also the Belgian franc and 
other currencies. The amount in hard cur- 
rencies granted this year, as well as certain 
facilities for payment in sterling for nitrates 
and oil, is not inconsiderable but it is never- 
theless apparent that it will only be sufficient 
provided these precious assets are earmarked 
for meeting strictly essential imports and, as 
I have already mentioned, we direct our 
exports towards hard currency countries 
whenever this is possible. 

It is to be hoped that one day sterling will 
once again become freely convertible, but at 
the moment we are meeting with many diffi- 
culties in the financing of our trade in this 
currency, either because certain countries 
sometimes refuse to accept sterling or because 
the British authorities restrict the transfer of 
sterling to other countries. As a result of this 
we have had to deal direct with some European 
countries on the basis of our respective cur- 
rencies, whereas in the past such operations 
were effected through London. The former 
method involves exchange risks, for undoub- 
tedly the Egyptian pound is more sheltered 
from the financial disturbances to which many 
European currencies are prone. Nevertheless, 
if we take the necessary precautions, the 
extended use of our currency in the inter- 
national exchanges should be welcomed and 
even encouraged. 


EXCHANGE CONTROL 


On the other hand, the agreement of June 
30, 1947, involved Egypt in the duty of imme- 
diately organising a complete control over 
foreign exchange and imports and exports with 
all foreign countries. Formerly, as you know, 
these controls were only apf slied in re spect of 
countries outside the sterling area and, even 
so, control over imports mainly applied to the 
hard currency countries. 

It is not surprising, therefore, that this re- 
organisation at first caused delays and distur- 
bances in the financing and movement of our 
foreign trade, but the technical difficulties were 
gras lually overcome. I should like to point 
out here that as regards Exchange Control, 
fruitful collaboration was ensured “by placing 
the existing control services of the Bank under 
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the direct supervision of a representative of 
the Government. 


THE BUDGET 


In examining the State budget for the 
financial year 1948-49, it must be remembered 
that certain forecasts are made on the basis of 
legislative measures which have not yet been 
approved by Parliament. As regards Revenue, 
there are the draft laws relating to the new 
graduated scale of taxation on general income, 
the increase from 12 per cent. to 13 per cent. 
in the taxes on movable property and com- 
mercial and industrial profits, the application 
of a uniform tax of 5 per cent. on earned 
income instead of the present sliding scale 
from 2 per cent. to 7 per cent., and the new 
basis for calculating the tax on the liberal 
professions. On the other hand, as regards 
Expenditure, it should be pointed out that the 
total amount included under the heading ‘“‘ New 
Works,” amounting to £E.27,133,000, may not 
be entirely utilised owing to difficulties in 
obtaining the necessary machines and materials 
as was the case in the years 1946-47 and 
1947-48. This saving in expenditure on public 
works, which is most regrettable, since it is to 
the detriment of the general welfare, may very 
likely be repeated in the present budget. It 
follows that the final result of the current 
budget may prove different from the estimates 
and eventually show a surplus instead of the 
anticipated deficit. 

Bearing these points in mind, the 1948-49 
budget estimates are as follows :— 

Expenses are estimated at £E.133,055,000, 
and Receipts at /E.122,965,600, leaving a 
deficit of £E.10,089,400. This sum, which has 
been allocated to expenditure under the five- 
year plan, will be taken from the Reserve. 
The estimates of the previous budget amount 
to £E.103,258,000, for a period of 10 months, 
hence there is an increase this year of 
£E.29,797,000, but in reality, adjusting these 
figures for a period of 12 months, the etfective 
increase only amounts to about £E.14,836,c00. 
Regarding Receipts, the real increase is 
{E.8,517,c00, divided over the items in roughly 
the same proportions as in the previous 
financial year. Salaries of officials, at 
£E.30,053,000, show an increase of {E.3,279,000, 
Adding to this the increased cost-of-living 
allowance of £E.11,000,000, we have a total of 
£E.41,053,000, or 31 per cent. of the total 
expenditure. It must be pointed out that 
this item was in all £E.15,571,000 in 1938-39, 
ie. 32 per cent. It may also be noted that 
there is an appreciable increase in expenditure 
on National Defence, for which the esti- 
mates this year are £E.14,192,000, against 
£E.6,235,000, in 1938-39, and that the budget 
for Education amounts to {£E.14,433,000, 
against {E.5,400,000 in 1938-39. 


DISPARITY OF INCOME SOURCES 


As regards Receipts, the disparity between 
the various sources of our income continues to 


be marked. Customs and Excise dues are 
expected in 1948-49 to bring in £E.54,548,000, 
or 44.3 per cent. of the total receipts, whereas 


the land tax will provide £E.3,600,000 and the 
tax on buildings {£E.1,300,000, a total of 
£E.4,900,000, or 4 per cent. of total income. 
In 1938-39, these two taxes produced 
£E.6,000,000. Nothing is more justified than 
to exempt from the land tax the small land- 
owner whose land is taxed at not more than 
£E.2 per annum, but is it not a subject for 
reflection to find that agricultural rents have 
tripled since the war, that farm products have 
followed the rising curve of prices with a con- 
siderable margin of profit, and that, neverthe- 
less, the land tax as a whole still brings in no 
more. The projected tax on total income will 
perhaps come to correct this inherent fault in 
our fiscal policy. 


THE SUDAN 


The outstanding factor in the economic 
position of the Sudan during the past year was 
the marked rise in the prices of local products 
which followed the increase in the prices of 
the country’s two principal crops, durra and 
cotton. Another point to be noted is the 
institution last July, following the Anglo- 
Egyptian Financial Agreement, of a close 
control over transactions in foreign exchange 
and over imports of whatever origin excepting 
those from Egypt. 

The economy of the Sudan shows therefore 
a certain degree of inflation, but the situation 
in general is fairly favourable. 

Cotton production for the 1946-47 season 
amounted to 1,062,000 cantars against an 
average of 1,152,000 cantars for the past ten 
years. The production of gum was greater 
than for many years and amounted to 27,000 
tons, while the 1946-47 durra crop was also 
very satisfactory. 

Foreign trade in 1947 showed an increase in 
value of 56 per cent. for imports and 61 per 
cent. for exports, compared with 1946. With 
regard to distribution 60 per cent. of the 
imports were from the sterling area, 22 per 
cent. from Egypt, 7 per cent. from the dollar 
group, and 11 per cent. from other countries. 
As regards exports, 70 per cent. went to the 
sterling area, 18 per cent. to Egypt, 6 per cent. 
to the dollar group and 6 per cent. to other 
countries. 

Budget estimates for the current year are 
£E.10,544,000 for Receipts against {E.9,716,000 
in 1947 and /E.10,515,000 for Expenditure 
against £E.9,420,000 the previous year. A 
surplus of about £E.29,000 is therefore indi- 
cated. Government officials’ salaries still 
represent about 40 per cent. of total expen- 
diture. 

Management of the country’s finances, 
guided by the essentially agricultural character 
of the Sudan’s economy, continues to be 
prudent. It is based on the hope that local 
production can be developed in the future so 
that there will be more varied sources of 
budgetary revenue than at present, at the 
same time aiming at equilibrium in the balance 
of payments, the adverse balance of which is 
to-day estimated to be in the neighbourhood 
of £E.2,000,000. 

Our offices continue to be active and have 











profited to an appreciable extent by the 
increase in foreign trade and exchange business. 


THE BALANCE SHEET 

The total of the balance sheet which we 
present to you is {£E.220,539,395, against 
£E.221,257,197 for the previous year. 

It shows a slight reduction in the total of 
Deposits, which dropped from £E.210,299,000 
at December 31, 1946, to £E.208,375,000 at 
December 31, 1947, or £E.1,924,000 less. 
Government Deposits have increased by nearly 
£E.8,000,000 and Bankers by _ about 
£E.1,600,000, whilst Public Deposits show a 
reduction of over {E.11,000,000 by comparison 
with the previous year. The fall in Public 
Deposits is due to the liquidation of the account 
of the Anglo-Egyptian Cotton Commission and 
to the utilisation of reserves for the renewal of 
equipment and the execution of works delayed 
by the war. 

Our Advances have almost doubled, amount- 
ing to £E.6,987,000, against £E.3,825,000 last 
year. This resumption of the demand for 
credit is particularly noticeable in our cotton 
business. 

Our balance sheet continues to show a very 
strong liqvid position. 


IMPROVED GROSS PROFIT 


As regards our Profit and Loss account, our 
gross profits show a considerable improvement, 
being {E.1,591,000, against £E.1,495,000, an 
increase of {E.96,000. On the other hand, our 
General Expenses have increased by {E.90,000 
and reflect increases in staff salaries and in 
Egyptian and British taxes. 

The net profits amount to /E.514,128, 
against {E.506,172, and enable us to propose 
payment of the same dividend as last year, 
i.e. 17 per cent. per share, which will absorb 
£E.497,250, and to add £E.16,878 to the Carry 
Forward, which will thus be £E.299,105. 

In an international situation fraught with 
financial difficulties and uncertainties, the 
strengthening of internal reserves is an essential 
part of sound and prudent banking, and we 
have continued to follow this policy during the 
past year, particularly with a view to meeting 
any eventual fall in the prices of the securities 
in our portfolio. 


GOLDEN JUBILEE OF THE BANK 

Gentlemen, June 25, 1948, will mark the 
fiftieth anniversary of the date of the Bank’s 
foundation. On this occasion we hope to 
publish a booklet describing the history of our 
Bank and the extent to which it has contri- 
buted to the economic, financial and banking 
development of the country. 

We must remind you that in accordance 
with Articles 14 and 15 of the Bank’s Statutes, 
all our shares have to be converted into 
nominative shares as from June 25 this year, 
and that from that date the nominative share 
warrants will be negotiable by transfer regis- 
tered in the Bank’s books, after the approval 
of the Board. A preliminary notice to this 
effect was published in the Press. 

The present bearer warrants will be ex- 
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changed at our Cairo office and in due course 
a notice will appear in the Press announcing 
the date from which the public may apply 
there so as to effect the exchange. As regards 
the transfer of nominative shares, an operation 
which, under our Statutes, requires the 
approval of the Board, you are aware that 
this practice is adopted by several foreign 
banks and companies and also by one big bank 
in Egypt and its affiliated companies. We wish 
to re-assure shareholders that the formalities 
of transfer will be expeditiously carried out. 

You will have noticed in the last Speech 
from the Throne the passage relating to the 
eventual nationalisation of the Bank. More- 
over, various projects and alternative schemes 
have appeared both in Parliament and outside 
its precincts. I do not propose to go into the 
controversial opinions put forward, that is to 
say nationalisation of the National Bank by 
forced purchase of the capital, or the creation 
of a new State Bank or the transformation of 
our own Bank into a Central Bank, but it is 
desirable that this period of uncertainty should 
not be indefinitely prolonged. If the Govern- 
ment were to approach us with the object of 
legally conferring on our Bank the functions of 
a Central Bank, we shall be found prepared to 
contemplate arranging for measures more 
suitable to present conditions as regards the 
monetary circulation, the banking system and 
credit in general, recognising that these are 
matters in which the supreme guiding principles 
are the concern of the State. 

At all events, your Board remains fully 
conscious of the responsibilities it bears towards 
the shareholders, while respecting the general 
nterests of the country. 

You are required to appoint one Director. 
Hussein Sirry Pasha, who is due to retire, 
offers himself for re-election and we propose 
that he should be re-appointed. 


RETIREMENT OF TWO SUB-GOVERNORS 

Last year, our two Sub-Governors, Messrs. 
Herbert Job and Reginald Adams, retired from 
the service. We wish to express to them both 
our gratitude for their collaboration over a 
period of more than forty years, during which 
their work and capacity inspired the confidence 
of all. 

In their places we have appointed as Sub- 
Governors, Mr. Ronald Larkins, who was 
Manager of our Alexandria Branch and for 
seven years collaborated with Mr. Job, and 
Mohammed Amin Bey Fikry, formerly our 
Secretary-General. We feel these appoint- 
ments are proof of their high qualifications. 

For the post of Secretary-General we have 
selected Dr. Mohammed Zaki Adb-El-Motaal, 
former State Counsellor at the Ministries of 
Finance and of Commerce and Industry. The 
experience he has acquired in the course of a 
brilliant career as a jurist and economist 
renders him particularly well fitted for his 
new duties. 

Finally, I should like to pay a tribute to 
our staff, who continue to give the Bank loyal 
and efficient service. 

The report and accounts were adopted. 
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